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MESSAGE TO OUR SHAREHOLDERS .

Adherex isa fundamentally different company
today than it was a year ago. We have conhnued
the focused development of our drug candldates as
well as resolved some important business issues
confronting the’ Company We now have full
developmental control over eniluracil after
purchasing all of GlaxoSmlthKlme s (G5K)
remaining options to buy back the drug under our
license - agreement. We have also regained full
control over our lead blotechnology compound,
ADH-1.In addltlon, we have stabilized our
balance sheet and believe we now have the
financial resources necessary to get'us to the next
significant value inflection points.

At the beginning of 2006, we announced a series
of aggressive product deve]opment goals and have
met nearly all of them. For eniluracil, we
completed a series of preclinical and chmcal
studies which have provided further support for
our hypothesis of why GSK’s previous eniluracil
development programs failed. Importaritly; ’
through our proof-of-mechanism and Phase I
trials, we have demonstrated, in the clinic, several ’
critical parts of the hypothesis and have gained
additional clarity on how best to move this drug
forward in clinical development. For ADH-1, we
completed pahent enroliment in our two Phase Il |
single agent studies. We also identified in our
preclinical models an unexpectedly high degree of
synergy with ADH-1 in combination with varicus
chemotheraples and havé' moved rapidly to begin
similar combination clinical studies in man. 5TS,
which'we are developmg to protect against the
hearing loss in children often associated with
platlnum-based chemotherapy, has now moved
significantly towards the'start of a randomized '
trial through our agreement with SIOPEL.

[n addition té these clinical’ advancements we
have resolved several 1mportant business issues
facing the Company in 2006. First, we regained full
rights to ADH-1. G5K's exclusive option to
in-license ADH-l “Under our July 2005 license
agreerent was viewed by some as capping the
potential upsnde value of the ADH-1 program
without, at the time, any real fundmg comrmitment
on GSK’s part. When we began to see the synergy
of ADH-1 in comblnahon with chemotherapy, we
called the GSK option, in effect triggering either
the in-license of ADH-1 by GSK, which would
provide much needed funding, or the removal of

f

the option altogether so that we could continue to
develop ADH-1 on oyr own without any “capped
potential,” or engage other potential partners. GSK
allowed the option to expire unexercised,

returning all rights to Adherex. 'ADH-1 has '
continued to perform well'in the clinic, and we”
believe significant potential remains for this drug .

Second, we purchased all of GSK's remaining
buyback options to eniluracil. Where GSK had
options to buy back eniluracil at different points in
its development, Adherex essentially had to plan
to finance the full development of eniluracil
through Phase Il in order to properly budget for
and value the product With'our depressed share |
price, financing the entire dévelopment program
became increasingly difficult. We shared with GSK’
the progress we had, made in the' development of
eniluracil and worked with them to explore
options that would riot 1mpede the further
development of the product In the end, the
optimal solution was for Adherex to purchase all
of GSK’s remaining buyback options. By doing 5o,
we believe we have not only increased the ° )
potential value opportunity for the Company but
have provided the necessary ﬂex1b1hty to modliy
our development plan to be more focused and -
accelerafed than the one initially planned with
GSK. . ‘

The third obstacle that the Company faced in
2006 was our weak balance sheet. Potential
investors were obviously concerned that the
Company might not have sufficient funds to reach
important drug development milestones. With the
closing 'of the US$25 million public offering in
February 2007, we believe we now. have the
financial resdurcés necessary to reach the next
significant clinical milestones.

Eniluracil = :

For eniluracil to be therapeuhcally usef'ul and
commercially viable, we believe it needs to be at
least as effective as Xeloda® (an oral 5-fluorouracil
(5-FU) prodrug currently on the market) and less
toxic than current therapres in current mdlcatlons -
or it needs {0 be effective in new disease séttings
where 5-FU is not currently useful, such as -
hepatocellular (liver) cancer. R

Our development strategy approaches both'of -
these options. First, in breast cancer and other -
diseases, we are conﬁdent that emlurac11 + 5 FU

[}
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MESSAGE TO OUR SHAREHOLDERS (aninied

will be significantly less toxic than )fefoda®
!

(capecitabine). According to the prescnblng .
information, Xeloda® causes a painful side effect
known as hand-foot syndrome in up to 60% of
patients. Eniluracil + 5-FU has shown almost no
hand-foot syndrome in the clinical studies

conducted by GSK and Adherex to date Our
market research indicates that if we can achieve
effectiveness similar to Xeloda® with less hand-
foot syndrome, we would fill an important unmet
medical need in oncology. We plan to conduct a
Phase II trial in breast cancer directly comparing
the hand-foot syndrome toxicity and anti-cancer
effectiveness of eniluracil + 5-FU with' Xeloda®
beginning later this year. i

Our second development strategy. is exploring

the use of eniluracil + 5-FU in a new, jsetting -
hepatocellular (liver} cancer. There are several
reasons for selecting liver cancer as a disease
target. First, this cancer has 1ntr1n51cally high levels
of dihydropyrimidine dehydrogenase (DPD), the
enzyme targeted by eniluracil, which may account
for this tumor’s resistance to treatment with 5-FU
alone. Second, GSK conducted two Phase II trials
of eniluracil + 5-FU in liver cancer m‘. which patient
survival was reported to be 30 and 50 weeks,
respectively, which is a meaningful improvement
over the average survival of 10 weeks seen with
the current standard of care. Third, whlle liver
cancer is an orphan disease 1nd|cat10n inthe US.,
it is one of the most common causes of cancer
death worldwide. The resistance of liver cancer ‘to
currently available therapies offers 1mportant
opportunities for both accelerated approval
approaches and large potential markets
worldwide. Last fall, we launched a Phase I/11 trial
in Asian patients with liver cancer. If major
improvement in survival is seen in that trial, this
could provide the basis for a pivotal. trial in liver
cancer.

ADH-I

For ADH-1, our development strategy is also
data-driven. Last year provided two data points.
important to guiding our future development
plans: the completion of patient accrual in the two
Phase II trials of ADH-1 as a single ageént, and the
identification of sxgmﬁcant and unexpected levels
of synergy of ADH-1 in combination with
chemotherapy in our preclinical studiés.
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The results of the European Phase Ib/II single-
agent study were reported recently in Amsterdam
at the International Symposium on Targeted Anti-
Cancer Therapies. That trial showed ADH-1 was
well tolerated with evidence of anti-tumor activity
in 5 of the 30 patients, including-one unconfirmed
partial response and four patients with periods of
stable disease. These results are similar to what we
experienced in our Phase I single-agent studies of
ADH-1. The North American Phase II trial results
will be presented at ASCO this June and, after all ’
of the available data is collected and evaluated, we
will make our decisions about whether to proceed
with further single agent studies.

In the interim, based on the significant and
unexpected levels of synergy noted between
ADH-1 and certain chemotherapies in a series of
preclinical models using transplanted human
cancers, we have moved rapidly to begin
confirmatory clinical studies in humans. The
magnitude of the anti-tumor activity of ADH-1i in

combination with chemotherapy appears to be
substantially greater than we have ever seen with
ADH-1 as a single agent or with any of the '
chemotherapies alone - and this enhanced activity
has occurred without any apparent mcrease_ in
toxicity. '

Last fall, we initiated a Phase I trial in which we
are combining three different systemlc
chemotherapy agents with ADH-1. We also
recently launched a Phase I trial using ADH-1 in
combination with melphalan in an isolated limb
infusion treatment of melahoma - one of the
settings where we have seen significant preclinical
synergy data. If our preclinical observations in this
setting translate to humans, it presents the
opportunity for an accelerated approval strategy as
melanoma is a disease with a very poor prognosis
and for which current therapeutic options are very
limited. .

In summary, we beheve the advancements in
our development programs and the resolution of
several business issues over the past year have
significantly improved the value proposition of the
Company and, perhaps more importantly,
provided the opportunity for us to focus more of
our time and energy on drug development, the
true value driver for our Company. With eniluracil
and ADH-1, we have two major oncology drug '




MESSAGE TO OUR SHAREHOLDERS (consinued)

candidates in the clinic with the financial resources
to meaningfully advance their development. As we
work towards our stated goals for 2007 and
beyond, wé look forward to‘several meaningful
clinical and corporate developments. . . '

- - Many thanks to our shareholders. With your
support, we will continue our effortsto build - :
shareholder value and bring important new
medicines to cancer patients. 1

Sim':erély,

William P. Peters; MD, PhD, MBA
Chairman and CEO

March 26, 2007
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Adher.;

Management’s Discussion and Analysis
For the Fiscal Year Englied December 31, 2006

Presentatmn

The fol]ow:ng management’s discussion and analysis (“MD&A™) should be read in conjunction with our
December 31, 2006 audited consolidated financial statements and the related notes, which are prepared-in
accordance with Canadian generally accepted accounting principles (“GAAP”). A reconciliation from Canadian
to United States (“U.S.”) GAAP can be found in Item 18, “Financial Statements,” footnote 19. All references to

“years,” unless otherwise noted, refer to our twelve- momh fiscal year, which prior to July 1, 2004, ended on
June 30.

The year ended December 31, 2006 represents the second full year since we changed our fiscal year end to
December 31 from June 30. The six-month period ended December 31, 2004 was our transition year and covered
the period July 1, 2004 through December 31, 20()4 For ease of reading the MD& A we refer throughout to the
penods reported as follows

January 1, 2006 — December 31, 2006 Fiscal 2006

January 1, 2005 — December 31, 2005 . Fiscal 2005 )
July 1, 2004 — December 31, 2004 - i Six-Month Fiscal Transition 2004
July 1, 2003 ~ June 30, 2004 ’ ' Fiscal 2004

Functional and Reporting Currency

Effective January 1, 2005, the Company determined that its functional currency had changed from the Canadian
dollar (“CAD") to the U.S. dollar because the majority of its transactions are denominated in U.S. dollars as the
result of increasing activities undertaken in the U.S. Concurrent with this change in functional currency, the
Company adopted the U.S. dollar as its reporting currency. T

Share Consolldatlon

On July 20, 2005, we announced a share consolidation of our common stock at a ratio of one-for-five. The share
consolidation became effective at the close of business on July 29, 2005. The share consolidation equally
affected all of our common shares, stock options and warrants outstanding at the effective date. The number of
shares of our common stock, stock options and warrants issued and outstanding and the basic and diluted
weighted-average shares outstanding, as well as per share data and per stock option data, have been rétroactively
adjusted for all periods presented to reflect the one-for-five share consolidation,

Forward-Looking Statements

Certain statements in this discussion may constitute “forward-looking” statements that involve significant known
and unknown risks and uncertainties. Our actual results, performance or achievements may be materially
different from any results, performance or achievements expressed or implied by such forward-looking
statements. Forward-looking statements include, but are not limited to, statements with respect to: (i) our
anticipated commencement dates, completion dates and results of clinical trials; (ii) our anticipated progress and
costs of our clinical and preclinical research and development programs; (iit) our corporate and development
strategies; (iv) our expected results of operations; (v) our anticipated levels of expenditures; {vi) our ability to
protect our intellectual property; (vii) the anticipated applications and efficacy of our drug candidates; (viii) our
ability to attract and retain key employees; (ix) our efforts to pursue collaborations with the government, industry
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groups or other companies; (x) the nalture and scope of potentral markets for our drug candidates; and (x1) our
anticipated sources and uses of cash, cash equivalents and short-térm investments. When used in this discussion,
words such as “may”, “will”, “expect”,.“beheve antrcrpate” “intend”, “could”, “estimate”, “project”, “plan”
and other similar terminology would _denote such forward-looking statements. All statements, other than
statements of historical fact, include'dfin this discussion that address activities, events or developments that we
expect or anticipate will or may occur in the future are forward-looking statements. These forward-looking
statements are based upon what our management believes are reasonable assumptions, reflect current
expectations regarding future events and operating performance, and speak only as of the date of this discussion.
For further information'regarding such risks, please refer to the “Risk Factors” disclosed in our Annual Report on
Form 20-F. it _ L -

LLIYs LLINYS ”*

p o
Recent Key Company Accompltshments

r

® On March 1, 2007 we purchased all of GlaxoSmlthKlme s (“GSK") remaining optrons to buyback o
eniluracil under our Development and License Agreement for an upfront fee of $1.0 million. As a result,
Adherex has assumed the full direction and control over the product’s future development pursuant to

the terms of the license, mcludmg the ability to partner-and/or sub-license the product to third parties.

e On February 21, 2007, we completed a public offering for $25.0 million in gross proceeds. .

® On December 31, 2006, we completed patient enrollment in our single agent ADH 1 Phase Ib/11 and
Phase II clinical studles : ‘

® In October 2006, GSK 5 onci t1me option to license ADH-1 expired unexercised. Asa result we
regained all rights relatmg 0 ADH 1 and continue with the clinical development of the compound

®  In October 2006, we executed’an agreement with the International Childhood Liver Tumour Strategy

Group (known as SIOPEL) for the conduct of a randomized trial of sod1um th1osulfate (“STS”)
l

® In October 2006, we mrtrated a Phase I trial of ADH-1 in combmatron with three dlfferent anti-cancer
- chemotheraples ; ; e '

® In September 2006 we mmatcd a Phase I/11 trial of the combinaticn of eniluracil and 5 fluorouracrl
(“5-FU™)} in Asian patients w1th hepatocellular (liver) cancer.

& In May 2006, we completed'a prrvate placement offering for gross proceeds of $6.5 million,

® [n April 2006, we initiated a chmcal proof-of-mechanism trial of eniluracil. This study, which was’
- conducted at the University of Alabama at Birmingham (“UAB™), concluded at the end of 2006 and
supported the Adherex- hypothe:us of how best to combine eniluracil with 5-FU. .+

L ‘ln Apnl 2006, we executed a Chmcal Trial Agreement (“CTA") for the evatuation of ADH-1 with the
u. S. National Cancer Institute’s (“NCI") Division of Cancer Treatment and Dmgnosrs The agreement
provides for the NCI ‘to qporlsor non-clinical studies and clinical trials of ADH-11i ina vanety of
administration schedules and tumor typés, both as a single agent and in ‘combination with other anti- *
cancer agents. .

i}

i

Overview ! : oo

i i
We are a bropharmaceuncal company focused on cancer therapeuncs with prechrucal and clinical product
candidates. The followrng product candrdates are in the clinical stage of development:

® Fniluracil is a dlhydropynmrdme dehydrogenase (“DPD”) inhibitor that was prevrously under
. development by GSK for the treatment of cancer. Eniluracil is being developed to enhance the
therapeutic value and effectlveneqs of 5-FU, one of the world’s most widely used oncology agents. 5-FU
is currently used as first or second line therapy for a variety of cancers, including colorectal, breast
gastric, head and neck, ovanan and basal cell cancer of the skin, among others. :

2
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® ADH-1 is a molecularly targeted anti-cancer drug that selectively targets N-cadherin that is present on
certain tumor cells and the established blood vessels that supply tumors. ADH-1 is currently in a clinical
program in combination with three different chemotherapy agents and completed patient enrollment in
the single-agent Phase Ib/Il and Phase II clinical studies in Europe and Norlh America at the end of
2006

. STS 1sa chemoprolectam that has been shown in Phase | and Phase II clinical studies conducted by
' mvesugators at Oregon Health & Science University (“OHSU”) to reduce the disabling loss of hearing
in patients, both adults and children, treated with platinum-based anti-cancer agents. In 2006, we o
executed an agreement with SIOPEL for the conduct of a randomized study of STS. Under the terms of
the agreement, SIOPEL will conduct and fund the clinical activity and we will provide drug and drug
‘distribution for the study. We also continue to work with the U.S. Children’s Oncology Group (“COG”)
to initiate a randomized U.S. clinical trial with STS in children.

Our preclinical portfolio includes: (i) backup peptides and small chemical molecule successors to ADH-1; .
(ii) peptides and small molecules targeted to inhibiting the metastatic spread of some cancers; and (iii) peptides
that combine both ung;olytlc and antiangiogenic properties. We have synthesized small chemical molecules and .
peptide antagonists and agonists for a wide array of cadherin adhesionmolecules, with drug candldates available .
to move into future clinical development, particularly in the following areas:

® Peptide N-cadherin aniagonists: We have identified small peptide molecules that'differ in structure
from ADH:1 and that have extended stability in plasma. These molecules offer the potential advantages
of extended plasma half-life and enhanced potency compared to ADH-1.

®  Small molecule N-cadherin antagonists. We have identified a series of small chemical molecules that, in
our preliminary studies, have displayed potent N-cadherin antagonism activity. Unlike ADH-1 and the
other peptide N-cadherin antagonists, these molecules are not peptides and are smaller and SImpler in"
structure. Compared to peptides small chemical molecules are often active after oral admmlstrauon
- more stable and have different potency and toxicity profiles

-, ® OB-cadherin. OB-cadherin is reported to be involved through several mechamsms in the metastatic .
spread of certain cancers to sites distant from the original tumor. Melastatic disease is a major
determinant of both a patient’s survival and quality-of-life. We have developed OB-cadherin peptide
and small molecule antagonists with the potential to reduce or slow down the metastatic spread of
tumors, such as breast and prostate cancers.

® VE-cadherin. Like N-cadherin, VE-cadherin is important in the structural integrity of certain tumor ~
blood vessels. We have developed peptide VE-cadherin amagomsts which have the potential to be
synergistic with our N-cadherin antagonists. . ' RS b

In addmon to our current developmem efforls we continue to pursue collaboratlons w1th other pharmaceuncal
companies, governmental agencies, academic and/or corporate collaborators with respect to these and other
cadherin agonist and antagonist molecules. Our drug discovery and development efforts are supported by more
than 40 issued U.S. patents and rrlore' than 50 pending patents worldwide that we either own or have exclusively
licensed. :

LIEY

We have not recewed any revenues to date through the sa]e of products and do not expect to have sngmﬁcam )
revenues until we either are able to sell our product candidates. after obtaining applicable regulatory approvals or
we establish collaborations that provide us with licensing fees, milestone payments, royaities, upfront payments
or other revenue. As of December 31, 2006, our deficit accumulated during development stage was $71 5

- million. :

Our operating expenses will depend on many factors, including the progress of our drug development efforts and
the potential commercialization of our product candidates. Research and development (“R&D”) expenses, which
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include expenses associated with clinical development activities, manufacturing of drug substance, employee
compensation, stock-based compensation, research contracts, toxicology studies, and internal and outsourced
laboratory activities, will be dependent on the results of our drug development efforts. General and
administration (“G& A’ expenses include expenses associated with headcount and facilities, stock-based
compensation, insurance and other administrative matters associated with our facilities in the Research Triangle
Park, N.C. (“RTP") in support of our cjrﬁg development programs. The amortization of acquired intellectual
property rights relates to the imeliectuial‘property acquired through our acquisition of Oxiquant, Inc. (“Oxiquant™)
in November 2002 that are being amortized on a straight line basis over their remaining useful life. Loss on
impairment of intellectual property relates 1o expense recorded in the period when the recoverability of the
intellectual property may no longer be recoverablé. Settlement of Cadherin Biomedical Inc. (“CBI™) litigation
expense refers to our acquisition of CB] to reacquire the non-cancer intellectual propcrty rights relating to our

cadherin technology and to settle the ]awsun between CBI and Adherex.
P I

Drug development timelines and expeps'es are variable. In some cases, management may be able to control the
timing of expenses by accelerating or decelerating preclinical and clinical activities. Accordingly, we believe that
period-to-period comparisons are not necessarily meaningful and should not be relied upon as a measure of
future financial performance. Our actua] resuits may differ materially from the expectations of investors and
market analysts. In such an event, the prevailing market price of our common stock may be materially adversely
affected. Due to the differing lengths of reporting financial periods in the MD&A, certain results may not be
directly comparable. Accordingly, percentage and amount of changes in these results in these periods are not
meaningful. Where applicable, useful cdmparisons may be possible through annualizing the six-month fiscal
transition 2004 period by multiplying those results by two. This method, however, does not reflect actual results
for the extrapolated periods.

[
$25.0 Million Public Offering [

On February 21, 2007, we completed theé sale of equity securities with gross proceeds of $25.0 million. We sold
75.8 million units at a price of $0.33 per unit providing net proceeds of $23.3 million after deducting broker fees
and other offering expenses. Each unit sold consisted of one common share and one-half of a common share -
purchase warrant. The public offering included an aggregate of 75.8 million shares of common stock, along with
37.9 million investor warrants and 6.8 mllllon broker warrants to acquire additional shares of our common stock.
Each whole investor warrant entitles the holder to acquire one additional shafe of olir common stock at an
exercise price of $0.40 per share for a period of three years. Each whole broker warrant entitles the holder to
acquire one unit (the same as the units sold to investors) at an exercise price of $0.33 per unit for a period of two
years. | )

g
Eniluracil—Development and Licen;se(Agreement

In July 2003, we entered into a Development and License Agreement with GSK. The agreement included the
in-license of GSK’s oncology product, eniluracil, by Adherex and an option for GSK to license Adherex’s lead
biotechnology compound, ADH-1. Undér the agreement, Adherex received an exclusive license to develop
eniluracil for all indications, and GSK retained options to buy back eniluracil at various points in its ,
development. If GSK had exercised any of its options on eniluracil, Adherex would have received development
and sales milestone payments of up to approximately $120.0 million in aggregate, plus up to double-digit
royalties on sales, the magnitude of whiéh was dependent upon if and when an option was exercised. Under the
terms of the agreement, should GSK not'exercise any options to buy-back its rights relating to eniluracil,
Adherex would be free to develop eniluracil alone or with other partners and would be requlred to pay GSK
development and sales milestones and double-digit sales royalties.

On March 1, 2007, we purchased all of GSK’S remaining options to buy back eniluraci! for an upfront fee of $1.0 -
million. As a result, we have assumed fuII direction and control over the future development of eniluracil and are
free to partner and/or sub-license the produc:t to third parties. Also as a result, we may be required to pay GSK

the same development and sales mnle%tone payments and sales royalties as previously agreed, but GSK's options

{
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to buy back the product no longer remain. Specifically, if we file an NDA with the Food and Drug o
Administration (“FDA"), we will be obligated to pay GSK development milestones of $5.0 million. Dcpcndmg
upon the commercial success of eniluracil, we could also be required to pay GSK as much.as $70.0 million in -
additional development and sales milestones, plus double-digit royalties based on our annual net sales: If we .
pursue other indications, we may be required to- pay up to an addmonal '$15.0 million to GSK:for each mdlcatlon

approved by the FDA. b v . o
ADH- l—Development and Llcense Agreement T S L L R PR
E T T A N YT S oo ¥ t

As part of the ] uIy 14, 2005 Developmem and License Agreement we granted GSK an opnon to recewe a Py
world\wde excluswe llcense for ADH;1 for . all indications. On October 11, 2006, we announce that GSK's
option to ADH 1. had expn'ed unexermsed We now have regamed full control regardmg the development of
ADH-1 and are free to enter into collaborattons or panncrshlps with other pha.rmaceuncal and biotech compames
for ADH— .

iy
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Executive Financial Overview : s e VS

The following table presents certain financial information for the years ended December 31, 2006 and 20053, the
six-month fiscal transition 2004 ended December 31, 2004 and the year.ended June 30, 2004:(U,S. dollars in

thousands): . . ‘ :
' ‘U'-_‘a vy e i oo, Lo A . e ’.l,r DY A T TL N ot ,,,"
Wi . 0¥, o, b e Year Ended C YearEnded: Six Months Ended - YearEnded
“oggnesae ' o, e oty oy o o December 31, . December 31,. | -December 31,, - June 30, .
e 2006 L2005, L. 2004, T 2004,
Revenue . ...t :.iio.oenanlonn.,, S ) - "$“.' :;.-',.' S0 o —‘$v-,-~ -
Operating expenses: .., .. . C o a S we ot N : o
Research and development . ........ .. N 14 003 . 12 441 I 3 443 3 561
General and administration ................ 2,883 3, 182 2 77" " 3481
Amortization of acquired intellectual property . i de eice,a e e . i
Crghts LT .' R A Y < S o < YRR X o
Los$ frOM OPErations ;- o ;. .« vvvvvvesnss . (19,063) .., .- (18 346), . L("'i.fchi),’j,' ,'._"(9,365)
Loss on impairment of mtellectual property ¢ (2,021 . . (3,539) . oo ;'"- L )
Settlement of Cadherm Biomedical Inc. e Lo e : L
lltlgathnLlf.:.................'.....'..:‘_. L o “.'"‘ t (1283) i
Interestexpen;se e SR » (3) IR 6 4 5 A A £ 1))
Interestincome :..:%% .. .. ... ..l oo 0T 4497 0 13610 - 1_71""' <162
Loss before income taxes ................. (20,638) (21,535) (8,516) '(9,534)
Recovery of future income taxes ............ 1,535 2,290 451 849
Netloss........... e ©$ (19,1037 "$ (19:245) ' $ (8,065t -'$ (8,685)
Nét-loss per share ofshares ofcommon stock, S T L I T T
basic and dlluted ....... LSRN R . (0 40) g (0 49) ¥ 0§ (0 22y - § ¢ (0 36)
Weighted-average mimbér of shares of common B e e
stock, basicand diluted ~........... P 47,663 39 276 " 35,989 .. 24,233
‘ T S . ' o e R T B T A T w - L
Net Loss and Cash Flow from Operatlons o S L A
L. - Fzsc012006versus F:sca12005 “" ',* " f o o o T =

The net loss for the fiscal year ended December 31, 2006 was'$19.1. million, as compared to $19 2 mllhon for
fiscal 2005. The slight decrease in the net loss in fiscal 2006, as compared to fiscal 2005, is primarily due to - .-
higher loss on impairment of intellectual property recorded in fiscal 2005, offset by increased R&D expenses
during 2006. In fiscal 2005, we recorded an impairment of $3.5 million relating to mesna. In fiscal 2006, we
recorded an impairment of $2.0 million associated with N-Acteylcysteine (“NAC”).
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Our loss from operations totaled-$19. 1 million for.fiscal 2006, as compared to $18.3-million for fiscal 2005. The
increase was primarily due to mcreased expense in R&D due to the advancement of ADH-1-in ¢linical
development and the acquisition of emluracr] in July 2005. This increase was offset by lower G&A expense and -
lower amortization of acquired mtellectual property rights in fiscal 2006. The decrease in G&A was pnmanly
due to lower bonus payments in fiscal 2006 as compared to fiscal 2005. The decrease in the amortlzauon of -
intellectual property is due to the wnte-off of mesna in fiscal 2005. Jool e
!
Cash used in operating activities fiscal 2006 totaled $13.5 million or approximately $1.1 ml]hon per month, as
compared to usage of $12.3 million 1n{fiscal 2005. Non-cash items in the net loss of $19.1 mrl]ron in fiscal year'
2006 included $2.2 million for the amortlzatlon of‘intellectual propeny, $2.0 million for the 1mpa1rrnent of
intellectual property relating to NAC and $0 6 million of expense relating to stock eompensatlon 1ssued to v
emp]oyees and consultants. Cash used in operatmg activities for fiscal 2005° totaled $12.3 million o~ ' '"
approximatety $1.0 million per month4 Non-cash items included in the net loss of $19:2'nillion for fiscal' 2005
included a $3.5 million charge for the impairment of intellectual property relating to mesna, $2.7 million for the !
amortization of intellectual property apd $1.7 million of stock-based compensation expense relating to stock

-

options issued to employees and consultants T A
*’ S ey IR P

Fiscal 2005 versus the Stx-Month Fiscal Transition 2004 o SRR

LN

The net loss for fiscal 2005 was $19.2:n_nllton, as compared to $8.1 million for the six-month fiscal transition
2004. If the $8.1 million net loss for the'six-month fiscal transition 2004 was annualized, the amount would be
$16.2 million. The fiscal 2005 net loss of $19.2 million would therefore represent an increase over the annualized
amdunt for the six-month fiscal transrtron 2004. The increase is primarily due to increased R&D expense and the
loss on impairment of intellectual property related to mesna, partially offset by the $1.3 million charge recorded*
in the six-month fiscal transition 2004‘ associated with issuance of common stock to settle the CBI litigation.-The’
increase in R&D is prlmanly due to the advancement of ADH-1 and eniluracil in chmcal development

Lo .

.

Cash used in operating activities for the fiscal 2005 totated $12.3 million, as compared to $4.7 miilion for the
six-month fiscal transition 2004 or approxtmate]y $9.4 million on an annualized basis. Non-cash itens mc]uded
in the et loss of $12.3 million for the'ﬁsca] 2005 primarily consisted of $3.5 million from the losson * « i+ -
impairment charge relating to mesna, $2 7 million associated with the amortization of the mtel]ectua] property ™
rights, $1.4 million of expense relatmg to stock options issued to employees and $0.3 millién of expense rcflatmg
to stock options issued to consultants. ;The increase in cash used in operations in fiscal 2005, as compared 10 the
six-month fiscal transition 2004 is pnmarlly due to. the addition of eniluracil in July 2005 and the clrmca.l o
advancement of ADH-1.

.
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Six-Month Fiscal Transition 2004 versus Fiscal 2004 . e

PRS-~ J P

The net loss for the six-month fiscal transmon 2004 was $8.1 million or.$16.2 million annualized, as compared ;
to' $8.7 million for fiscal year ended I une 30, 2004. The increase is primarily due to increased R&D expenses -
associated with ADH-1 and STS, mcreased G&A ‘expenses associated with the move to the U S from Canada e

G s it

and a full year of amortization of 1nte1tlectual property dunng fiscal 2004 ’

L5 A

N

Cash used in operatmg activities for the’ six-month fiscal transition 2004 totaled $4.7 million or $9.4 million
annualized, as compared to $6.0 mr]lron for the fiscal year ended June 30, 2004. Non-cash items included in; the,;

net loss for the six-month fiscal transmon 2004 primarily consist of $1.2 mtlhon associated with the partial year '
of amortization of intellectual property from the acquisition of Oxiquant in November 2002, which consisted of

an exclusive worldwide license to mesna from Rutgers, The State University of New Jersey (“Rutgers”) ands =i
certain 1nte11ectual property from OHSU relating to the use of STS and NAC L O S N
v A . Tt el

: . o C - O TP T IPEIN A 1

!.
i,
[}

e e A b e e e e F ! e




Research and Development Expense
Fiscal 2006 versus Fiscal 2005

R&D expense for the fiscal year ended December 31, 2006 totaled $14.0 million, as compared to $12.4 million ..

during fiscal 2005. The primary reason for the increase is due to the advancement of ADH-1 into single agent -

Phase 11 clinical trials and a full year of development of eniluracil, which we licensed from GSK in July 20035. .

During fiscal 2006, we expanded the single agent Phase II clinical studies for ADH-1 to additional centers in

Canada and the U.S., which allowed us to complete patient enrollment by the end of 2006. We have expanded |
our ADH-1 combination development program to include combination trials with other anti-cancer therapies due ‘
to positive preclinical studies. During fiscal 2006, we expanded our Phase I program for eniluracil, and also : |
obtained orphan drug designation from the FDA for the use of eniluracil with fluoropyrrmdlnes such as 5-FU, in
the treatment of hepatocellular (liver) cancer. .

The R&D expense of $14.0 million incurred-during fiscal 2006 was primarily. related to clinical development
activities, manufacture of drug substance and preclinical activities. R&D expense also includes non-cash stock-
based compensation expense of $0.4 million and $1.0 million for fiscal 2006 and 2005, respectively. '

We expect R&D expenses to increase in future penods due to the continued expansion and advancement of our”’
clinical and precllmcal programs. In addition, our future development program will be dependent upon the resulls
and mterpretatlon of the data from our on-going clinical studies. o

Fincal 2005 ﬁersus Six-ddonth Fiscal Transition 2004

R&D expense for the fiscal year ended December 31, 2005 totaled $12.4 million as compared to $3.4 million
during the six-month fiscal transition 2004 representing a significant increase even if the $3.4 million six-month
amount is annualized to $6.8 million. The increase is primarily due to the advancement of ADH-1 and the
acquisition of enilufacil from GSK and subsequent clinical advancement. During fiscal 2005, we initiated our
single agent Phase Ib/II programs and single agent Phase II programs for ADH-1 thereby increasing the ADH-1
expense. The advancement of these clinical programs resulted in the additional expense associated with
preclinical support and the manufacture of drug substance for ADH-1. In total, approximately $8.2 miltion in
internal and external financial resources were devoted to ADH-1 during fiscal year 2005, In addition we
commenced the Phase I program for eniluracil, along with the necessary preclinical activities to support the -
clinical programs. In total, we dedicated approximately $2. 6 million in internal and external ﬁnanmaj resources ’
to the eniluracil compound

The R&D expense of $3.4 million incurred during the six-month fiscal transition 2004 was primarily associated
with the single agent Phase I program for ADH-1, which included the clinical activities, preclinical support for
the single agent Phase I studies and the manufacture of drug substance for the ADH-1 program. R&D
expenditures were offset by investment tax credits during the fiscal 2005 and six-month ﬁscal transition 2004 by
nil and $ 0.2 million, respectively.

xca

Six-Month Fiscal Transition 2004 versus Fiscal 2004 : ‘e

R&D expense for the six-month fiscal transition 2004 totaled $3.4 million as compared to $3.6 million for the . i
fiscal year ended June 30, 2004. If the six-month fiscal transition 2004 amount of $3.4 million is annualized to-

$6.8 million, it would represent a significant increase over fiscal 2004. The primary reason for the increase in

R&D spending is due to our financings completed in December 2003 and May 2004. As a result of these

financings, we were able to carryout our drug development plans during the six-month fiscal transition 2004.

R&D expense consisted primarily of preclinical, clinical and drug manufacture activities associated with the

advance of ADH-1. R&D expenditures were offset by investment tax credits during the six-month fiscal

transition 2004 and fiscal year 2004 by $0.2 million and $0.1 million, respectively.
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General and Administration Expens"e} TR
Fiscal 2006 versus Fiscal 2005 S S

G&A expense in fiscal 2006 totaled $2. 9 million, as compared to $3.2 million in fiscal 2005. The decrease is ...
primarily, due to less non-cash stock—based compensation expense in fiscal 2006, as compared to fiscal 2005.
G&A expense includes non-cash stock based compensauon expense of $0.2 mtlhon and $0.7 million in ﬁscal iy
2006 and 2005, respecttvely Co ;. . . . L e
[ l [ . : Ch )
G&A expense in fiscal’ 2006 and 2005 primarily consisted of employee compensatton stock-based B
compensation, external professional t‘_‘ccs and other administrative activities. ] -
. : R T . :
We expect G&A expenses to increase in future periods but not as much as R&D expense. : .

A N
f

Flscal 2005 versus Su’-Month Ftscal Tmnsman 2004 A R
i T .

G&A expense in ﬁscal 2005 totaled $3 2 mllhon as compared to $2.7 million in the six- month ﬁscal transmon N
2004. If the $2.7 million G&A expense in the six-month fiscal transition 2004 was annualized it would equate (o
approximately $5.4 million, which would have been greater than fiscal 2005, The primary reasons for this .
difference include higher employee slock based compensauon expense recorded in G&A during the six- -month .
fiscal transition 2004, as compared to fiscal 2005, additional expense in the six- month fiscal transition 2004 for :
the establishment of offices in the Umted States, severance payments m the six-month fiscal transition 2004
associated with the closing of the Ottawa office and relocation expense in the six-month fiscal transmon 2004
associated with the relocation of certam employees from Canada to the United States. :
G&A expense in ﬁscal 2005 prtmanly conststecl of employee compensatlon stock-based compensanon extemal
professional fees and other admmtstranve activities. For the six-month fiscal transition 2004, G&A expense .
primarily consnstcd of expenses assoc1ated with the relocatton from Canada to the United States.

i 4
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Stx—Mom‘h Fiscal Transmon 2004 versus F rscal 2004 ' : ‘ . -

G&A expense in the Six- month fi scal transmon 2004 totalcd $2 7 million as compared to $§ 5 million in ﬁscal
2004. If the $2.7 million in the six- month fiscal transntlon 2004 is annualtzed it would equate to approx1mately
$54 mllllOll which would represent an increase as compared to fiscal 2004. The pnmary reason for the d1fference
is that activities were curtailed because of a lack of funds in fiscal 2004 and the addmonal expense in the
six-month fiscal transition 2004 associated with the move from Canada to the United States.

e
5

1
G&A expense in the six- -month ﬁsc:itl transmon 2004 pnmartly consmted of employee compensatton external
professmnal fees and other admmtstrattve activities. G&A expense for fiscal 2004 pr1martly cons:sted of costs

associated with the estabhshment of the US. opcrattons

{ ‘ ‘
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Amortization of Acquired Intellectual Property Rights
Fiscal 2006 versus Fiscal 2005 R o

The expense associated with the amorttzatton of intellectual property rights was $2.2 million in fiscal 2006 as .
compared to $2.7 million for fiscal. 2005 The expense relates to the value of anti-cancer inteliectual property
acquired.in the acquisition of Oxtquant in November 2002 that is being amortized on a straight-line basis over a
10-year period. The amortization expcnse has decreased because we recorded an impairment charge relating to_
the intellectual property associated ‘with our product candidate mesna during the fourth quarter of the year ended
December 31, 2005. . }- . oL : . &
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Future taxes recovered totaled $2.3; n_tillion for fiscal.2005 as compared to $0.5 milli'on.in the six-month fiscal.
transition 2004. The recovery of future taxes, as recognized on the balance sheet, relates to the intellectual

L
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property acquired in the acquisition of Oxiquant in November 2002, These rights have no tax basis and give rise
to a future tax liability. that will be realized in income over the useful life of the assets through a recovery of
future income taxes charged to earnings. At this time, Oxiquant, the entity that holds the acquired intellectual
property, has no other material activity and the future tax assets of our other corporate entities cannot be used to
offset this future tax habrhty The future tax recovery will continue in direct proportion to the arhortization of the
intellectual property unless the Company changes its tax strategy with respect to, 0x1quant

Future taxes recovered totaled $1.5 million for fiscal 2006 as compared to $2.3 million for fiscal 2005. The
recovery of future taxes, as recognized on the balance sheet, relates to the intellectual propeity acquired in the’
acquisition of Oxiquant in November 2002. These rights have no tax basis and give rise to a future tax liability
that should be realized in income over the useful life of the assets through a recovery of future income taxes
charged to earnings. At this time, Oxiquant, the entity that holds the acquired intellectual property, has no other
material activity and the future tax assets of our other corporate entities cannot be used to offset this future tax
liability. The future tax recovery will continue in direct proportion to the amortization of the intellectual property
unless the Company changes its.tax sirategy with respect to Oxiquant. - "« : .

In addition, as of December 31, 2006, we had $21.0 million in unrecorded net tax-assets arising primarily from
tax loss carry forwards and scientific research and experimental development expenses which cannot be
recognized until it is more likely than not that these assets will be realized.

Fiscal 2005 versus Six-Month Fiscal Transition 2004

The expense associated with the amortization of intellectual property rights was $2.7 million in fiscal 2005 as
compared to $1.2 million for the six-month fiscal transition 2004. The expense relates to the value of anti-cancer
intellectual property acquired in the acquisition of Oxiquant in November 2002 that we are amortizing ona
straight-line basis over a 10-year period. The increase is due to twelve. months in fiscal 2005 as compared to
six-months in the srx-month fiscal transition-2004. - : "

As a result of the addition of eniluracil to the Company’s R&D portfolio, along with the financial resources
devoted to the development ‘'of ADH-1, we did not have any further developmental plans for mesna. Therefore, at
December 31, 2005, we determined that the carrying value of the intellectual property relating to mesna, which

had a book value of $3.5 million and a recovery of future income tax benefit of $1.3 million, was fully impaired. -

Therefore, we expensed the amount and included the writé-off in the Statement of Opérations. The license -
agreement with Rutgers relating to mesna was subsequently terminated in December 2006.

Six-Month Fiscal Transition 2004 versus Fiscal 2004 . .

The expense associated with the amortization of intellectual property rights was $1.2 million in the six-month

fiscal transition 2004 as compared to $2.3 million for the fiscal 2004, Thé difference is due to the six months of .

expense during the six-month fiscal transition 2004 versus twelve months in the fiscal 2004,

Loss on Impairment of Intellectual Property Rights - . Lo . .
Fiscal 2006 versus Fiscal 2005 T ) Lt R

As a result of our purchase from GSK all of their remaining emlurac:l buy-back opnons we now have full
development control of eniluracil. We plan to allocate most of our corporate and financial resources to'the
development of eniluracil and ADH-1. Due to this allocation of our resources and no current development plans
for NAC, at December 31, 2006 we determined NAC’s carrying value of $2.0 million and potential future -
income tax benefit of $0.7 million were fully'impaired. Therefore, we expensed these amounts and included the -
write-off in the Statement of Operations. Should the facts and circumstances change, we could reinitiate the NAC
development program because we continue to-have rights to the compound under our license agreemem with °
QHSU.
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: Fiscal 2005 versus. Sxx-Month F:scal Tmnsmon 2004. ... . ¢ . PR

Asa result of the m l1cense of entlurac:tl from GSK along w1th the’ ﬁpancml resources devoted to the
development of ADH! 1, we CllCl not have any further developmental plans for: mesna Therefore, at December 31,
2005, we determined that the carrymg value of the intellectual property relatmg to mesna, which had a book’ -
value of $3.5 Hiillion® was fully 1mpa1red Therefore we expensed the amount and included the write-off i in the -
Statement of Operattons “In'December 12()06 wé (eithinated thé license agreement 'with Rutgers for mesna.

o o byy b A I S AR TR IR S

Settlement of Cadherm l310med1cal Inc Lttlgatlon e rend can o i
Adherex aequrred CBI iniDecember 2004 to'settle the litigafion between the twd companies and to re-acquire the .
non-cancer rights relating to our cadherin-based intellectual property. We believe the reacquisition of non-cancer'
rights may be beneficial when seekmg any future collaborations w1th other pharmaceutical and biotech V..
compames TR S I T l"lt<-".‘ LI . EE ot

R L A B vfws"r*ta'.': TER RS y : ) Y
We have recorded the issuance of common shares of Adherex to aeqmre CBI for approxrmately $1 2 million and,
the associated transaction expenses of approx1mately $0.1 million as settlement of CBI litigation on our
Statement .of Operations, resulting in.an expense.of $1.3. mtlhon for the six-month fiscal transition 2004. There
were no such charges in-any.other penods during our history. ;' S - :

;.;fw..". B T P B

Interest Expense S

Fiscal 2006 and 2005, Six-Mbnth Fiscal Transition'2004 and Fiscal 2004 - - "

Interest expense recorded infiscal- 2006 relates to interest charged on. ofﬁce equtpment leases

. P n_.'-',qu"nr_.. ij'_ Wil n}‘iﬂ;l‘,__',, ELICE B T .‘ )
Interest expense recorded in fiscal 2003 related to the financing of certain leasehold 1mprovernents financed by -
- the landlord on our. previous U.S. famltty Because we have subleased the facility and the loan payments were
assumed by the tenant who subleased the facility, we do not anticipate future interest expense.charges relating to
this facility unless the tenant defaults on the1r payments

R L - J BN ! . ' ' .
There were no interest expenses 1ncurred dunng the six- month ﬁscal transntlon 2004 and $0 3 m;llton 1ncu1red
during fiscal 2004. This fiscal 2004 expense relates to the -accretion of a:portion of the face value of the -
convertible notes lssued in June 2003 and December 2003, ascribed to the note’s-equity-like features. The notes
were converted_into equity in 'Decembejr 2@03_and therefore did not accrue future interest expense..,
}';-f"-- ,J'ljl'. TR RETERIY . I . P L e ey

Interest Income ‘ 3

i

Fiscal 2006 versus Fiscal 2005 o w T B T

Interestincome for fiscal 2006 was approx1mately 24% greater than for fiscal 20035 prtmarlly due to htgher +
interest rate:yields and-increased cash associated wuh the May 2006 financing, .. -
.‘4.‘_‘5 L. w-. Jj‘ [T DR HIE B8 TN B B e . \

Fiscal 2005 versus Stx-Month F iscal Transition 2004

Interest income was $0.4 million for ﬁscal 2005 and $0.2 miillion for the six-month ﬁscal transition 2004, A
lower cash balance during fiscal 2005 was offset by the higher interest yields during: ﬁscal 2005.-
l

Stx-Month F tscal Tmnsmon 2004 versus Flscal 2008

YT ' ! LI ok

b

Interest income’ for the six-month ﬁscal transulon 2004 and ﬁscal 2004 was $O 2 million for both years. If the
interest income for the six-month, perlod was annualized, it would suggest interest income of $0.4 million for an
equivalent twelve-month-period, whtch would be an increase. This increase,was due to higher cash balances.
during the six-month fiscal transition 2004 as compared to fiscal 2004 due to the successful completion of
financings in December 2003:and Mayé 2004 and higher interest yields during the six-month fiscal transition ‘
2004,
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Quarterly Informatlon ' Gt
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The following table presents selected consolidated ﬁnancral data for each of the last erght quaJters through
December 31, 2006 (dollars in thousands, except per share information): -
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o R L Tt R gt id Diluted
- . o 1 ©oevo 0 Y Y NetLoisfor + ' *Net'Loss per o
~ Period .o . R . . .+, thePeriod, , /~Common Share .
" -March 31, 2005'...'....'.‘-.".;"....".’..._ ..... Cosesa oo 83,119y $(0.09: .
ot June 30,2005 oot Y R P At - $(4,622) '$(0.‘13) - !
September 30,2005 ... ....... P VI LR, w0 'i'$(4,404) o ${0.11) 7
' December:31,2005 .-, ... .:...:.. R L B P P - $(7,100): «  &0.17) .- -
b March 3102006 . 0. L s i e el L N 0 8(3:,522) - - $(0.08) .y
- . June 30,2006t............ T erna M e s s e B(4,199) ) $0.09) .. s
-~ September 30,2006 .. . b L a0 Goneoiin e $(4,993) 0 o $(0.10) '
< December31,2006% ... ... 2. o it olienr e $(6,389) - $0.13) - .

The net loss for the quarter ended December 31, 2006 includes $2.0 million for the impairment of intellectual

propeity associated with NAG. It is:important to note that this charge was a non-cash expense in our Statement of
© Operations.,  .....- e - - C s
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The net loss increase in the quarter ending December 31, 2005 was primarily due to the impairment of
intcllectual property associated with the mesna compound. The $3.5.million impairment charge was a non-cash
expense in our Statement of Operations. = ., ., - ° S R R B

PR PR b i )

The net loss for the quarter ended September 30, 2005 and June 30, 2005 are higher than prévious quarters dué to
increased R&D expenses. Qur improved liquidity from the completion of. ﬁnancmgs in May 2004 and July 2005
has allowed these increases to occur, | . . o .. . S o :

Liquidity and Capital Resources . ' ? , o

LSS B t

We have ﬁnanced our operauons smce “our inception on September 3,'1996 through the sale of equrty and debt "
securities and had raised gross proceeds totalmg approxnnately $86.0'million through February 28 2007. We
have 1ncurred net losses and négative cash flow from operatlons each year and we had an'accumulated deficit of
$715 mrlhon as of December 31, 2006. We have not generated any revenues 1o date through the sale of products
We do not expect to have significant revenues or income, other than interest income, until e are able to sell our
product candidates after obtaining applicable regulatory approvals, and/or establish collaborations that provide us
with licensing fees, roya!tles lrm_testone payments or u;?froht payments.

Ty ‘J S T L v
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The net cash flow used in operating activities for fiscal 2006 was $13.5 million or an average of approximately
$1.1 million per month, as compared to $12 3 million for the fiscal 2005 or an average of approxrmately $1 0
million per month, The increase in the average monthly net cash flow used is due to our expanding drug '
deve]opment activities assocrated with our product candldates mcludmg the addmon of em]uracr] durmg the n
fourth quarter of fiscal 2005 e . "
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On February 21, 2007 we completed the sale of equity securities for gross proceeds of $25 O mlllron resulting in
net proceeds of $23.3 million after deducting broker fees and other offering expenses.
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As of December 31, 2006, our consolidated cash and cash equivalents were $5.7 million, as compared to-$13.1.
million at December 31, 2005. This decrease reflects the continued funding of our corporate operations including
the development and advancement of our product candidates. Working capital at December 31, 2006 and 2005
was approximately $1.2 million and $IO 7 million, respectively. - S v "

<

We believe that our current cash and cash equtvalents will be sufficient to satisfy our anticipated capital
requirements into the fourth quarter of 2008. Our projections of further capital requirements are subject to
substantial uncertainty.'Qur working capttal requirements may fluctuate in future periods depending upon
numerous factors, including: results of our research and development activities; progress or lack of progress in
our preclinical studies or clinical tna]s our drug substance requirements toﬁsupport clinical programs; our ability
to enter into collaborations that prov1de us with funding, upfront payments, milestone.or other payments; changes
in the focus, direction, or costs of our research and development programs; the costs involved in preparing, filing,
prosecuting, maintaining, defendmg and enforcing our patent claims; competitive and technological advances;
the potential need to develop, acquire ¢ or license new technologies and products; establishment of marketing and
sales capabilities; our business development activities; new regulatory requirements'implemented by regulatory
authorities; and the timing and outcome of any regulatory review process or our commercialization activities, if-
any. 1 '
i
To finance our operations beyond later2008 .we will need to raise substantial additional funds through either the-
sale of additional equity, the issuance of debt, the establishment of collabarations that provide us with funding, *-
the out-license or sale of certain aspects ‘of our intellectual property portfolio, or from other sources. There can be
no assurance that we will be able to ralse the necessary capital or that such funding will be available at all or on
favorable terms i ? _ )
- 'il b . Lo . . .. i -
Through December 31; 2006, we have received $1.6 million of research tax credtts including potential research
tax credit receivables of $0.1 million and have received $0.2 million in other’ government grants.

1

Financial Instruments , % . S

During fiscal 2006, we held cash and cash equtva!ents and did not hold any short-term investménts or other
financial instruments. For fiscal 2005 ’our financial instruments consisted primarily of short-term investments.
These investments were liquidated to support our ongoing operations.

I
Our investment policy is to manage investments to achieve, in the order of importance, the financial objectives of
preservation of principal, liquidity and return on investment. Investments may be made in U.S. or Canadian’
obligations and bank securities, commercral paper of U.S. or Canadian industrial companies, utilities, financial
institutions and consumer loan compapres and. securmes of foreign banks prov1ded the obhganons are
guaranteed or carry ratings appropriate to the poltcy Secuntres must have a minimum Dun & Bradstreet rating of
A for bonds or R1 low for commercral paper The polrcy also provides for investment ltmxts on concentrations of
securmes by issuer and maximum: wetghted average time to maturity of twelve months Thts policy applles to all
of our. financial resources. i L S _ S .

Ty
The policy risks primarily include the opportumty cost of the conservative nature of the allowable investments,
As the main purpose of the company 1s research and development, we have chosen to avoid investments of a
trade or speculative nature, P o L C L ey .
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Investments w1th ongmal maturities at date of purchase beyond three months and Wthh mature at or r less than
twelve months from the balance sheet dLate are classified as current. Investments are camed at ‘book value plus - :
accrued interest with unrealized gains and losses recognized as investment income. At December 3, 2006 we
had no short term investments while at December 31, 2005 short-term investments of $1.2 million consisted of
corporate commercial paper with maturities at acquisition from 154 to 175 days. The market value of the
investments at'December 31, 2005 approxnnated their book value. Short-term investments were nil at.
December 31, 2004. oo R < G e e .
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During the fiscal years 2006 and 2005, the six-month fiscal transition 2004 and fiscal 2004, we earned interest’
income of $0.4 million, $0.4 mlllron 50.2 rmllron and $0.2 m1llron respectively, on our cash, cash equivalents:
and short-term investments.. e Y : T T - '
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Leasehold Inducements

On August 31, 2005, we entered into agreements to lease a new office and laboratory facility and sublease our
existing facrlny As an incentive to enter into the new lease, we recetved free rent and capital inducements. We
received ‘a 50 percent discount for the new facility for the first 24 months of the 84-month lease term. In
conjunction with the transaction, we also received mducements in the form of furmiture, equipment and leasehold
improvements with a fair market valie of approx1mately '$0:5 million and, in return, we provided furniture,
equipment and leasehold rmprovements wrth a net book value of $0.2 mllllon with an approximate fatr market
value of $0.1 million. oo ' g : . =

We record rent expense on a straight-line basis by accumulating the total rental payments and allocating them
over the 84-month term of the lease, which expires on August 31, 2012, The difference between the cash’ - “
payment and lease expense is charged to deferred lease inducements. ' ) i

o . . i
Off-Balance Sheet Arrangements ' ' o i ' ' '
Since our inception, we have not had any material off-balance sheet arrangements.

. . v, - i v
Contractual Obligations . . . . : .. i .

Since our inception, inflation has not had a material effect on ourr operations. We had no material commitments .
for capital expenses as of December 31,2006, - - . : '

The followmg table represents our eontractual obllgauons ‘and commitments at December 31, 2006 (m thousands
of U.S. dollars):

" Less than 1-3. -+ 485 . Morethan5 .
. - 1 year - years years © -years Total
EnglertLease (1) ................. $ 1t % 229 % 89 3 - % 429
Maplewood Lease (2) el ot orooos e 223 . 733 778. 268 2,002
McGill License (3) ."..... SESESR o310 « 725 © 493 Lt 1,529
OHSULleense(4) ...... i A - i -
GSK@)...~..... R A -t . SRR -
Total ............... L8 645" s 16878 1,360 S 268 $° 3,960

(1) In Apnl 2004 we enterecl 1nto a lease for our fac11|tles in RTP. Amounis shown ¢ assume the maxrmum
amounts due under the lease. Thls famhty has now been subleased 1o another company that is respon51ble '
for paymems until March 31, 2008 however in the event of their default,Adherex would become

' responsible for the obhganon In addmon Adherex is contractually obligated under the lease unnl
August 31, 2010

(2) In August 2005 we entered into a lease for new ofﬁce and laboratory facilities in R'I'P Amounts shown
assume the maximum amounts due under the lease. We received lease and capital 1nducements to enter into
the lease, including a 50 percent discount for the first 24 months of the 84-month lease term and capital
inducements with a fair market value of $0.5.million.

b

(3)* Research obligations shown. Royalty payments, which are contingent on sales, are not included.

(4): Royalty and milestone payments that we may be’ requrred to pay, whlch afe contmgent on sales or progress
of clrmcal tnals are not mcluded ' g

. LA . L
On December 8, 2006 we notified Rutgers of our intention to terminate the llcense agreement for mesna and asa.
result we will no longer be responsible for the payment of mllestones or other associated costs. :
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In connection with the OHSU Lice‘nse,Agreement we are required to pay specified-amounts in the event that we
complete certain Adherex-initiated clmtcal trial milestones. In the near-term a potential milestone payment to
OHSU of up to $0.5 million may be reqmred if we complete a randomized clinical trial with STS, which has not
yet commenced. There can be no assurance that we will commence and complete that chmcal trial when
anticipated, if at all. . S -

ik

P
Under the terms of the Development and License agreement thh GSK as amended 1f we ﬁle a New Drug
Application (“NDA”) with the FDA, we will be required to pay development milestones of $5.0 million to GSK
Depending upon whether the NDA is approved by the. FDA and whether eniluracil becomes a commercial
success, we may be required to pay up to an additional $70.0 million in development and sales milestones for the-
initially approved indication, plus double-digit royalties based on annual net sales. If we pursue other indications,

we may be required to pay up to an addltlonal $15 mtlhon to GSK per FDA-approved indication.

S
. 1

Research and De‘.velopment C ] . o

b i e

Our research and development efforts have been focused on the development of cancer 'therapeutics and our”
cadherin targeting technology platform and currently include ADH-1, eniluracil, STS and various cadherin

technology-based preclinical programs.

o
-

We have established relationships wit]“i contract research organizations, universities and other institutions, which
we utilize to perform many of the day-to-day activities associated with our drug development. Where possible,
we have sought to include leading scientific investigators and advisors to enhance our internal capabilities.
Research and development issues are rev1ewed internally by our executive management and our.supporting
scientific staff. Major development 1ssues are presented to the members of our Scientific and Clinical Advrsory
Board for discussion and review.' |’ "
b
Research and development expenses.t(;)taled $14.0 million, $12.4 million, $3.4 million and $3.6 million for the
fiscal years 2006 and 2005, the six-month fiscal transition 2004 and fiscal 2004, respectively.
oo i .
ADH-1 is a molecularly-targeted anti- l:ancer drug currently in a clinical program in combination with three
different chemotherapy agents. We completed patient enrollment in our single agent Phase Ib/II and our smgle
agent Phase II studies as of December, 31 2006. We incurred $9.8 million of internal and external expense on -
this compound during fiscal 2006. ADH 1 is a small peptide molecule that selectively targets N-cadherin, a =,
protein present on certain tumor cells '!‘“,d the established blood vessels that supply the tumors.
- .! & - . .
Eniluracil, which we acqutred as part of the Development and License agreement with GSK, is a DPD inhibitor
that was previously under development by GSK for the treatment of cancer. During fiscal 2006 we incurred $2.9
million of internal and external expend1tures for emluracnl pnmanly to commence a Phase I clinical program
Eniluracil is being developed to enhaiice the therapeunc va]ue and effecttveness of 5-FU, one of the world’s most
widely-used oncology agents. 5-FU 1slc1)1rrent1y used as first or second-line therapy for a variety of cancers’
including colorectal, breast, gastric, head and neck, ovarian and basal cell cancer of the skin, among others. We
have obtained new proprietary data regardmg the optimal usage of emluracrl in combmanon with'5-FU, Wh]Ch
formed the basis of a patent appllcatlon ﬁled by us: o :
STS is a chemoprotectant that has bee'rt shown in Phase I and Phase II clinical studies conducted by investigators
at OHSU to reduce.loss of hearing in patients, both adults and children, treated with platinum-based agents. In
2006, we entered into an agreement with SIOPEL, a multi-disciplinary group of. specialists under the umbrella of
the International Socnety of Pediatric Oncology, for the conduct of a randomized trial of STS, a drug that -
Adherex is developing to reduce or prevent hearing loss in children associated with platlnum -based
chemotherapies. The trial is currently prOJected to begin in the first half of 2007.-We continue to work with the
Children’s Oncology Group.to mltlat e'a randomrzed STS trial in'children in the U.S. i
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As 'of December 31, 2006, our internal and extemal spcndmg for each research-and development program is as
follows (in thousands of U.S, dollars). . o | - . N

Cumulative
. e . From
Fiscal Year Fiscal Year Six Months  Fiscal Years September 3,
¢ 'Ended Ended Ended Ended 1996 to
December 31, December 31, December 31,  June 30, December 31,
. . 2006 ‘ 2005 . 2004 2004 2006
ADH-1..... T, -85 . 9792 % 8,248. % © 2,550 . % 2,503 $ 28,783
Eniluracil . .4~ . .oovvttnns. SN 3910 . 2,552 ‘ - . 5,462
Other anti-cancer . . . . . SO ! 249 374 358 . 341 . 2,276
Total anti-cancer ....... c. 12,951 11,174 ’ 2,908 2,844 - © 36,521
STS .. ... . ... ... LA 292 4720 - T 263 " 628 ' 1,799
Other chemoprotectants and = -~ e o o ' :
enhancers. ............. - 17 - ' - 33
Total chemoprotectants and | s ., . .
enhancers........ P . L 292 . 489 263 628 1,832
Other discovery projects .. .. 760 778 272 89 3,343
Transdermal drug dehvery .. - - e - L Co- <= 1689
Total rescarch and ' o '
development program ~ ! 7 ) L . "
expense ......... .08 714003 08 12,441 % 3443 3 3,561 $ 42,385

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with Canadian and U.S. GAAP requires management to
make estimates that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities as at the date of the financial statements and the reported amounts of revenue and expense during the
reportmg period. These estimates are based on assumpnons and _]udgments that may be affected by commerc1al
economic and other factors. Actual results could dlffer from those estimates.

An accountmg policy is considered to be critical if it requ1res an accountmg estimate to be made based on
assumptions about matters that are hlghly uncertain at the time the estimate is made, and if different estlmates .
reasonably could have been used, or changes in the accounting estimates that are reasonably likely to occur
periodically, could materially impact the financial statements. We believe that the assumptions, Judgments and
estimates involved in our accounting for acquired intellectual property nghts could potentially have a material
impact on our consolidated financial statements. The following description of critical accounting policies,
Judgments and estimates should be read in.conjunction with our December 31, 2006 consolidated financial .
statements.

Functional and Reporting Currency '
Effective January 1, 2005, we determined our functional eurrency had changed from the Canadian dollar to the
U.S. dollar because the majority of our transactions are denominated in U.S. dollars as the result of increasing
activities undeitaken in the United States. Concurrent with this change in functional currency, we adopted the
U.S. dotlar as our reporting currency. :

The change was effected for prior periods as follows: assets and liabilities were translated into U.S. dollars at the
prevailing exchange rates at each balance sheet date; revenues and expenses were translated at the average

exchange rates prevailing during each reporting period, and equity transactions were translated at the prevailing
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;
historical exchange rates at each transaction date. Ad_]ustments resulting from the translations are included in the
cumulative translation adjustments in shareholders equity and totaled $5.9 million at December 31, 2006 and -
2005, .
}
Acquired Intellectual Property Rights

At December 31, 2006, our acquired tt}tellectual property 1t ghts had a net book value of approximately $10.0
million and relate to intellectual property acquired in the aCquisition of Oxrquant in November 2002. At
Decembér 31, 2006, only STS, a. hearmg protectant for patients undergding platinum-based chemotherapy,
remains recorded as acquired intellectual property. In accordance with the Canadian Institute of Chartered
Accountants (“CICA™) Section 3063 “Impatnnent of Long-Lived Assets,” we review our intellectual property to
determine if any events or changés have impaired the carrying valué of the assets. We determine impairment by
comparing the undiscounted future cash flows estimated to be generated by the asset to their respective carrying
amounts. During the fourth quarter of 2006 we determined the carrying value of NAC, which has a net book -
value of $2.0 miltion, was fully 1mpa1r_ed During fiscal 2005, we determined our product candidate mesna was
fully impaired resulting in a loss on irrlpairment of $3.5 million.

The remaining intellectual property_cdntinues as an asset as required under Canadian GAAP and is being
amortized on a straight-line basis over its estimated useful life of ten years from the date of acquisition.
+

Under U.S. GAAP, management has deiermined that the intellectual property is in-process research and
development (“IPRD™), a concept that is not applicable under Canadian GAAP. IPRD is not capitalized under
U.S. GAAP, but rather expensed at the time of acquisition. Consequently, the entire cost of the IPRD of CAD
$31.2 million associated with the Oxiquant acquisition is reflected as a reconciling item in the December 31,
2006 consolidated financial statements,.footnote 19, United States Accounting Principles, which reconciles
Canadian GAAP to U.S. GAAP. In addltton during fiscal 2006 and 2005 the loss on impairment was not
recorded under U.S. GAAP because the\ amount was previously expensed as IPRD. _

Stock-Based Compensatwul i
Effective January 1, 2002, we adopted the recommendations of the CICA set out in Sectlon 3870 “Stock-Based
Compensatton and Other Stock-Based Payments” (“CICA 3870”) Until January 1, 2004, this standard only
required the expensing of the fair value of non-employee opttons with note disclosure of the fair value and effect
of employee and director options on the financial statements. For fiscal years beginning after January 1, 2004, the
fair value of all options granted must, be expensed in the Statement of Operations. Upon adopting this new
standard, we elected to retroactively adJust retained earnings without restatement. On July ] 2004, we 1ncrcased
the deficit by $2.1 mrllton and mcreased contributed surplus by the same amount.

i

Deferred Leasehold Iuducements

Leasehold inducements consist of penods of reduced rent and other capital tnducements provided by the lessor. .
The leasehold inducements relating to the reduced rent periods are deferred and allocated over the term of the

\

lease. i

i
s
I
4

Outstanding Share Information
The outstanding share data for the Company as of December 31, 2006 is as follows (tn thousands)

o . . . . . . December 31, -

Common shares ....... i A - 50,382

C Warrants . ... ..., R A 15,820

+ Stock options ......... '-[.- T S Tl 5,280
Total ™\ ..o AL T PR ' 71482 ©




On February 21, 2007, we completed the-sale of equity-securities with gross proceeds of $25.0 million. We sold
75.8 million units at a price of $0.33 per unit providing net proceeds.of $23.3 million after deducting broker fees
and certain other expenses. Each unit sold consisted of one common share and one-half of a common share
purchase warrant. The public offenng included an aggregate of 75.8 mllllon shares of common stock along with
37.9 million investor warrants and 6.8 million broker warrants to acquire additional shares of our common stock.
Each whole investor warrant entitles the holder to acquire one additional share of our common stock at an
exercise price of $0:40 per share for a'period of three years. Each whole broker warrant entitles the holder to
acquire one unit at an exercise price of $0.33 per unit for a period of two years. As of February 28, 2007, the
outstanding share data for the Comp.any ig, as follows (iq thousands):

v February 28,
‘ 2007
Common Shares ... ..o e e 126,141
W aITaNtS .. . . e e e ’ 60,517
Stockoptions . . ............. ... . oo, e e ' 5,829

Total ........... ST e e, 192,487 ,

Canadian to U.S. GAAP

We present our consolidated financial results inaccordance with Canadian GAAP. Significant differences exist
between Canadian and U.S. GAAP and are presented in footnote 19 in the consolidated financial statements.

Recent Accblinting Pronouncements
Financial Instruments

In January 2005, the CICA issued Section 1530, “Comprehensive Income,” Section 3855, “Financial

Instruments -Recognition and Measurement,” and Section 3865, “Hedges.” The new standards will be effective
for interim and annual financial statements commencing in 2007. Earlier adoption is permitted. Most
significantly for us, the new standards will require presentation of a separate staternent of comprehensive income.
We curréntly are evaluating the impact of adopting these standards on our consolidated financial statements.

Operating and Business Risks

We operate in a highly competitive environment that involves significant risks and uncertainties, some of Wthh

are out51de of our control. We are subject to risks inherent in the b:opharmaceuttcal industry, mcludmg
® ahistory of significant losses and no revenues to date; ' '

® our product candidates are at an early stage of development, and we may never successfully develop or
commercialize our product candidates; -

® the possibility of delayed or unsuccessful human clinical trial with our product candidates could result in
an increase to our development costs;

® the need to raise additional capital to fund operations;

® the ability to retain or enter into new collaborations might adversely impact the development of our drug
candidates;

® the Children's Oncology Group and SIOPEL may not conduct clinical trials with STS as planned;
® we may experience difficulties in managing our growth as we expand;
® we may expand our business through new acquisitions that could disrupt our business, harm our

financial condition and dilute current stockholders” ownership; :
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we may lose key personnel or be unable to attract and retam addmonal personnel which might Ct
adversely impact the development of our drug candidates; -+, 4+ - : P

if our llcenses to propnetary technology owned by others termmate or exp1re we may not be able 1o T
_ successfully develop our product candldates v

] . -
the enforcement and protection ¢ of our patents and licenses related to our product candidates, the
possible infringement of the nghts of others and potentral off- label use or sale of our-product candidates -

by competitors might harm our financial condition;- v . 3 L v e e . o

LAV UAAT R

5 et . L
the reliance on third-party con{tract manufacturers to produce drug' substance;

w‘e‘conduct business internatic:)nally and are subject to laws and,reg‘ulations of several countries, which
may affect our ability to access regulatory agencies and the enforceability of our licenses;

L R K o,

. L ‘ ‘
exchange rate fluctuations; 1 . .

the ability to obtain regulatory zlpproval of our drug candidates;

the uhcertainty of market acceptance of our products, the competitive environments, pricing and
reimbursement of our product candidates, if and when they are commercialized;

the potential for product liabilitir ]awsuits in clinical trials or from commercial activities; ¢« . . |

l‘
_ the yse of hazardous materlals and chemlcals in our research and development; L

+

néw accounting or regulatory pronouncements may impact our future financial results; b

the fact we are a foreign mvestment company under U.S. tax law whlch has an adverse tax consequence
for our U.S. shareholders; _‘ o t- -

the volatile nature of our com'm‘on stock price;

the large number of common stock to be 1ssued through future ﬁnancrngs under currently issuéd’
warrants and stock opuons and ‘warrants and stock optrons that may ‘be issued i m the future cou]d
substantlally dl]ute our shareholders and ° ' o

L] CINLL

-the Toss of our forelgn pnvate 1ssuer status will llkely lead to addltlonal gxpenses to fully comply w1th

U.S. securities laws. : ;

i

Our financial results will fluctuate from perlod to period and therefore are not necessarily meamngful and should
not be relied upon as an indication of future financial performance, Such fluctuations in quarterly results or other
factors beyond our control could affect the. market price.of our common stock. These factors include changes in
earnings estimates by analysts, market conditions in our mdustry, announcements by competitors, changes in
pharmaceutical and biotechnology industries, and general economic conditions. Any effect on our ¢common stock
could be unrelated to our longer-term operating performance. For a more detaited dlscussmn of our risk factors,
please refer to our public filings avarlable at www.sedar.com and www.sec.gov.

L

z_‘. v . .. . .
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Management’s Statement of Responsibility : to R T

To the Shareholders of Adherex Technologies Inc.

Management is responsible for the preparation and presentation of the consolidated financial statements: The:

consolidated financial statements have been prepared in accordance with Canadlan generally accepted accountmg

prmmples and reflect managemem s best est1mates and Judgments '

+

Management has developed and mamtams a system of internal controls to provide reasoriable assurance that all
assets are safeguarded and to facilitate, the preparatlon of relevam reliable and timely financial mformauon
Consistent with the concept of reasonable assurance, the Company recogmzes that the relative cost of '
maintaining these controls should not exceed their expected benefits.

The Audit Committee, which is comprised of iridependent directors, reviews the consolidated financial
statements, considers the report of the extemal auditors, assesses the adequacy of the Company’s internal
controls snd récommends fo the Board of Dlrectors the 1ndependent auditors for appomtment by the

r

shareholders The eonsohdated ﬁnancml statements were revrewed by the Audtt commrttee and approved by the

Board of Directors.’ , .. ‘

The consolidated financial statements were audited by PricewaterhouseCoopers LLP, the external audttors, in

accordance wnh Canadian generally’ accepted audrtmg standards and the standards of the Pubhc Company
Accountmg Oversrght Board (Umted States) on behalf of thé shareholders '

[T

.
v . .. * ' . e

s/ William P. Peters - Is/ James A. Klein, Jr. S
William P. Peters, MD PhAD MBA , .. o James A. Klein, Jr. | , .
Chief Executive Officer and Chairman . . ) Chief Financial Officer y v

ol R LA

March 26, 2007
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

1 -
To the Shareholders of Adherex Technologles Inc.

We have audited the accompanying consohdated balance sheets of Adherex Technologies Inc. and its
subsidiaries as of December 31, 2006 and December 31, 2005 and the consolidated statements of operations, cash
flows and stockholders’ equity for the years ended December 31, 2006 and December 31, 2005, and the six
months ended December 31, 2004 and. for the year ended June 30, 2004 and for the period from September 3,
1996 to December 31, 2006. These ﬁnancwl statements are the responsibility of the Company’s management.
Our responsibility is to express an opmlon on these financial statements based on our audits.

We conducted our audits in accordance the Standards of the Public Company Accounting Oversight Board
(United States). Those standards requlre that we plan and perform an audlt to obtain reasonable assurance about
whether the financial statements are free of material mlsstatement An aludit includes examining, on a test basis,
evidence supporting the amounts and dlsclosures in the ftnancial statements An audit also includes assessing the
accounting principles used and sngmﬁcant estimates made by’ management as well as evaluating the overall
financial statement presentation. We belleve our audits provide a reasonable basis for our opinion.’

i
In our opinion, these consolldated ﬁnailnmal statemnents present fairly, in " all material respects, the financial
position of Adherex Technologies Inc! and its subsidiaries at December 31, 2006 and December 31, 2005 and the
results of its operations and its cash flows for the year ended December 31, 2006 and December 31, 2005, the six
months ended December 31, 2004 and for the year ended June 30, 2004 and for the period from September 3,
1996 to December 31, 2006 in accordance with Canadian generally accepted accounting principles.

: ; _
Accounting principles generally accepted in Canada vary in certain respects from accounting principles generally
accepted in the United States of America. Information relating to the nature and effect of such differences is ' -
presented in footnote 19 to the consolidated financial statements.

’«memwww V4

Raleigh, North Carolina
March 26, 2007
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Adherex Technologies Inc.
(a development stage company)

Consolidated Balance Sheets .

U.S. dollars and shares in thousands, except per share information

December 31,

December 31,

{The accompanying notes are an integral part of these consolidated financial statements)

F-1

) 2006 2005
Assets o ' ) , Co
C‘urréﬁlt assets ' b o ’ o

Cash anid cash equivalents .. ... S B $ 5,665 $ 11,916
Cashpledged as collateral ....... ... ... .. ... .cceviiinnne... e 53 © 53
ShOrt-teIT INVESLIMENLS & . o vttt ittt it ee i iatet i neaanenennnnn ceak ~ 1,175
Accquntsreceivable:. ........ L U .32 - 15
Investment tax credits recoverable ......... S U e as 129
Prepaidexpense ........... ... i 41 59
Other current assets ....................... e e "33 . 52
Total current assets . .. .... e e e, 5,895 - 13,399
Capital a88e1s . ... .. . e e e 2932 - 374
Leasehold inducements . . .................. F 440 518
"“Acquired intellectual property rights ........ A e 9,956 14,154
Total ASSetS ... ...........c.iiiiiiiiiiiiinn. SEUUT $ 16,584 $ 28,445

Liabilities and shareholders’ equity .

Current liabilities , -
Accounts payable . ...... .. ... ... ... ... e PP $ 2,074 $ 1,385
Accrued liabilities . ... ... . e i e e s 2,621+ 1,279
Total current Habilities ........... . ... ... . eii.... R 4,695 2,664
Other long-term liabilities .......... ... .0 . . ... . . i 40 13
Deferred lease inducement . ... .. ..ottt in i e 625 537
Future incorng: 1aXeS ... oviinnnnn CEEES e e e 3,639 - 5,174
Total liabilities ........... e T LN R 8,999 - 8,388
Commitments and contingencies '
Shareholders’ equity "

Common stock, no par value; unlimited shares authorized; 50,382 shares and s
42,629 shares issued and outstanding, respectively ..................... , _',46,486 41,268
Contributed SUMPIUS . . ... ..ot e 26,751 25,338
Cumulative translation adjustment .. ... ... ... . ... i i 5,850 ' 5,850
Deficit accumulated during develqpment stage ............. EERPETTTPI (71,502) (52,399)
Total sharcholders’ equity .............. e ] T 7,585 20,057
Total liabilities and shareholders’ equity ............................. $ 16,584 $ 28,445

Signed on behalf of the Board of Directors
/s! Arthur T. Porter /s/ Peter Morand
Arthur T. Porter Peter Morand
Director Director
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} Adherex Technologies Inc.
: (a development stage company)

Coinéolidated Statements of Operations
U.S. dollars and ;shares in thousands, except per share information

. , " . Cumulative
b From .
. Six Months Year  September 3,
Year Ended  Year Ended Ended Ended 1996'to -
December 31, December 31, December 31, June 30, December 31,
;2006 2005 2004 2004 2006
Revenue .................... 8 - $ - $ -5 . $ -
Operating expenses: ' , ..
Research and development ., .. 14,003 12,441 3,443 3,561 . 42,385

General and administration . . . .. 2,883 3,182 2,727 3,481 17,669
-Amortization of acquired ‘ ) o
intellectual property rights . . .. CL 2,177 2,723 1,234 2,323 9,722
(Loss from operations) ........ ‘ (19,063) (18,346) (7,404) (9.365) . (69,776)
Other income {expense): s } ) -
Loss on impairment of L R
intellectuat property ... ...... j (2,02 (3,539 - - . (5,560)
Settlement of Cadherin ~ ~ 1l ‘ :
Biomedical Inc. litigation . ... i ‘ - - (1,283) - (1,283)
Interestexpense . ............. P (3) (D Y ) ) I (355)
Other income ................ L - - - - . 98
Interest income .............. |« 449 361 171 162 ., 1,631
| Total other income and P S
(expense} ................. L (1,575) (3,189) (1,112) (169) (5,469)
| Loss hefore income taxes . . . . .. ! (20638) . (21,535 . (8,516) 9.534) (75,245
| Recovery of future income ! : : L ‘.
| taxes .......... s i . 1,535 2,290 : 451 849 - 5,587
Netloss ........0........... © $(19,103) $(19,245) . $(8,065) $(8,685) $(69,658)
 Net loss per share of ; ; o e
common stock, basic and L .
diluted ................... i $-(040). . $ (049) $.00.22) . $ (0.36)
Weighted-average nélmber b | : 7 ' "
of shares of common g .
stock outstanding, basic : ‘ '
anddiluted ............... . 47,663 39,276 © 35,989 24,233
. 1 IR
I
¢
§ N
I,
b

i
i

(The accompanying notes are an integial part of these consolidatedfinancial statements)
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R Adherex Technologies Inc.  +~ "~ - |t
0 (a development stage company} = ° v
Consolidated Statements of Cash Flows (-
U.S. dollars and shares in thousands, except per share information
. T Yo, Cumulative
= ’ ! - From
, . SixMonths . Year. September3,
' Year Ended . Year Ended Ended Ended 1996 to
December 31, December 31, December 31, June 30, December 31,
. 2006 2005 ' 2004 2004 2006
Cash flows from (used in): l.f_S- ! - )
Operating activities: :
Netloss ... §(15,103) $(19,245) $(69,658)
Adjusu-nems for non-cash items: )
. Amortization of capital assets . ....... ... .......... 86 224 1,158
" Non-cash Cadherin Biomedical Inc. huganon . - ’
BXPRISE ot rt it iin e e e - - 1,187
' Unrealized foreign exchangefoss . ............o.0 0 - -, . - S - A 9
. Amortization of acquired intellectual property rights ... 2,177 2,723 1,234 ‘ . 2323 - 9,722
Recovery of future INCOME tAXES .. vvvvvrviiranerens (1,535) (2,290) ' @5 - (849) - (5,587)
" Loss on impairment of intellectual property .......... 2,021 ' 3,539 - - 5560
Amortization of leasehold inducements .............. 165 108 - (48), - L= 26
< Non-cash severance expense ................ e . Cl - s - - 168
Stock options issued to consultants ................. 101 275 ) 40, _ .~ 145 < - 565
~ Stock options issued to employees ............ e 491 1,402 . 598 4 ! - . 2491
“ Accrued interest on convertible notes .. ............. - - EOF I X ] | . 341
Changes in operating assets and liabilities . ............. 2,122 1,003 ©730. . 601 ¢ 415
Net cash used in operating activities .................. {13.475) (12,261) (4.677) «{5,958) .-+ (49,903)
Investing activities: . ) : .. : SN
Purchase of capital asséts ........ e e . 5 . (102) ot - (s 5 (1,351
Disposal of capital assets ........ et - - 67 L. e ‘ - -, s
Release of restrictedecash .................. ... ... - - s 192 . 7 190
Restrictedeash .. ... ... ... ... 0. oot - 22 B - F (200
Purchase of short-term investments . ............ PR - - . (3,435) - (6,467), . ;. {(7,056) _ (22,148)
Redempuon of short-term investments ........ U o L1715 2,260 + 13965 T - T 722901
Investment in Cadherin Biomedical Inc, ............... - 1o ; - - . (166)
vAcqum:d intellectual propertyrights .................. - - - - (640)
Net cash provided (used) in investing activities . ......... 1,170 (1,255 - 7,233 (7.018) = ~(11416)
"Financing activities: . . : AL
Conversion of long-term debt o equlty ................ - - - - 68
Long-term debt repayments ................co0vnnunn . - - i - - S (65)
Capital lease repayments . ..........covirvvrnnnnrrens . - .. - - - (8)
Issuance of common stock . ... .oviini e i 6,006 . 8,134 - - 23458 - _527M2
Registration expense . .............cooiiiineaannnnn. - - - (465) - . (465)
Financing expenses ......... [ e (57 (14D - (346) 7, (544)
Proceeds from convertiblenote ......... e - R - 1,262 3,017
Other liability repayments .......................... (13} 59 36 3 [t.9)]
Security depositsreceived ....... ... ... ... s . 28 - .- - 28
Proceeds from exercise of stock opuons ............... - .25 - 22 51
Net cash provided (used} in ﬁnancmg activities ......... 6,054 © 7,959 (429) 24,375 54,767
Effect of exchange rate changes on cash and cash - .o
equivalents ............... . - - 1,747 62 2,217
Net change in cash and cash equivalents ............. 6251 (3,557) 3,874 11,461 5,665
Cash and cash eguivalents - Beginning of period ...... 11,916 17,473 13,599 2,138 -
Cash and cash equivalents - End of period ........... ; $ 5,665 $11916 $17.473 $13,599 $ 5665
Supplemental non-cash infermation:. = . .
Leasehold improvements financed by leasehold ‘ - S s e
inducements ............ . . e - TR $ - % 76 5 - $ -
Leasehold improvements -~ Maplewood ......... R o S44. - - -
Convertible notes settled in private placement ... ... ..... S - - s 1,822 -
Acquisitionof CBI ........... [P e oo - - s © L187 - -

a3 ~-(The accompanying notes are an integral part of these consolidated financial statements)
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Adherex Technologies Inc.
(a development stage company)
- Notes to the Consolidated Financial Statements .
U.S: dollars and shares in thousands, except,per share information

1. Nature of Operations

L4
t

Adherex Technologies Inc. (“Adherex”), together with its wholly owned subsidiaries Oxiquant, Inc. .. . '
(“Oxiquant”) and Adherex, Inc., both Delaware corporations and Cadberin Biomedical Inc. (“CBI"), collectwely
referred to herein as the “Company, isa developmenl slage blopharmaceutlcal company with a portfolio of
product candidates under development for use in the treatment of cancer.

[ li' Looetad o,
On December 17, 2004, the Company’s Board of Directors approved a change in the Company’s fiscal 'S;ear end
from a twelve-month period ending June 30 to a twelve-month period ending December 31. oo

2. Significant Accounting Policies

Basis of presentation
These consolidated financial statements have been prepared by management in accordance with accounting.
principles generally-accepted in Canada-and include the accounts of Adherex and of all-its subsidiaries. .-
Investments over which the Company has control are fully consolidated. All-material inter- company balances :

and transactions have been ehmmated upon consolidation. :_ . : ¢ Lo S
Share consolidation

On July 20, 2005, the Company announced that the Board of Dlrectors had approved a share consolidation of the |
Company s common stock at a ratio of one-for-five. The share consolidation had previously been approved by
the Company’s shareholders at the Annuat and Special Meeting held on April 29, 2005. The number of shares of
Adherex common stock, stock options and warrants issued and outstanding and the basic and diluted weighted-
average shares outsta'nding as well as per share data and per stock option data have been adjusted for all periods
presented to reflect the one-for-five share consolidation. C b

Use of estimates -

The preparation of financial stateriienis’in onformity with Canadian generally accepted accounting principles ‘
(“GAAP”) requires management to make estimates and assumptions that impact the reported amounts of assets r
and liabilities and disclosure of contingent assets and liabilities as at the date of thé financial statemiénts and the’ |
reported amounts of revenue and cxpcnse durmg the reporung perlod Actual results could differ from those
esimates. =~ ' C T ' v T Ty

AT I TR S T Y S R . PR ..‘ H ot Ao -t

Change in functioi!al and reporting currency . .a T e ' .

Effective January 1, 2003, the Company determined that its functional currency had changed from the Canadian
doltar to the United States (“U.S.”) dollar because the majority of its operations are denominated in U.S. dollars
as the result of increasing activities undertaken in the'U.S. Concurrent with this change in functlona] currency, .
the Company adopted the U.S. dollar as its reporting currency. . P

The change was effected for prior periods as follows: assets and liabilities were translated into U.S. dollars at the
prevailing exchange rates at each balance sheet date; revenues and expenses were translated at the average
exchange rates prevailing during each reporting period and equity transactions were translated at the prevailing
historical exchange rates at each transaction date. Adjustments-resulting from the translations are included in the
cumulative translation adjustments in stockholders’ cqulty and total $5,850 at December 31, 2006, and
December.31, 2003. . . , T N
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; :Adherex Technologies Inc.
(a' development stage company)
Notes to tAhe‘C(f')rlisolidated Financial Statements (Continued)

U.S. doitars and shares in thousands, except per share information
15 . .
Cash and cash equivalents 3 ; : ‘ T

Pt .
The Company considers all highly hqurd 1nvestments with maturity ‘of three months or less at the dateof ' -
purchase 1o be cash or cash equivalents. (The carrying value of cash and cash equlvalents approxrrnates their fair

value due to the short-term nature of these 1tems

}
3

Cash pledged as collateral

+

The Company has pledged cash as collateral on corporate credit accounts in the form of 1nterest-beanng term
deposits.

s

‘I

it
Short-term investments .
1

Short-term investments consist primax*il)"r of corporate bonds and bankers notes. The Company invests in high
credit quality investments in accordance': with its investment policy designed to protect the principal investment.:
Investments with original maturities at date of purchase beyond three months, and which mature.at or less than .
twelve months from the balance sheet date are classified as current.-Investments are carried.at book value plus
accrued interest with unrealized gains and losses recogmzed as investment income: el

Capital assets | 1 ; ) : oo

Capltal assets are 1mt1ally recorded’ at 1ic:ost and are then amortized usmg the declmmg balance melhod at the

followmg annual rates: i 1 - o

. P ' .
. 1 - ‘ R ortoa! N v

Furniture, fixtures and office equrpment e . C20%
Computer equrpment ....................... R S 30% )
Computersoftware,;.?. ............. L ie e Y 100% o
Laboratory cquipme}ntp .............................. e 20%

Leasehold improvements are amortized bg a straight-line basis gver the lease term.

Deferred leasehold inducements i " oL, . s ;
Leasehold mducements consist of perlods of reduced rent and other capltal mducemenls provrded by the lessor.
The leasehold inducements relating to the reduced rent periods are deferred and allocated over the term of the

lease. The Company received lease mduccments in the form of teasehold improvements and rent-free periods. -
g. '

’

Acqmred intellectual property rlghts :i e o S .
Acqmred 1ntellectual property nghts are recorded at cost and are being amomzed over their estrmated usefu]
lives on a straight-line basis over ten years. ) oo ; e

Impairment of Iong—liv’ed assets ! ; g et . Teom

R !. - L S

The Company tests the recoverability of long -lived assets whenever events or changes in circumstances indicate
that its carrying amount may not be recoverablc The Company records an impairment loss in.the period when it
is determined that the carrying amournt of the asset may not.be recoverable. The impairment loss is calculated as
the amount by which the carrying amount of the assets exceeds the undiscounted cash flows from the asset.

F-8
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Adherex Technologies Inc.
(a development stage company)
Notes to the Consolidated Financial Statements (Continued)
U.S. dollars and shares in thousands, except per share information

Convertible notes . . -

The Company splits convertible notes into their respective liability and equity components based on the relative
fair value of each comporent,

Common stock and warrants, .

Cominon stock is recorded as the net proceeds received on 1ssuance after deductmg all shiate i tssue costs and the
value of investor warrants. Warrants are recorded at fair value and are deducted from the proceeds of common
stock and recorded on the consolidated statements of shareholders equlty as contnbuted surplus '

Revenue recognition . .
The Company recognizes revenue from multiple element arrangements under development and license
agreement, wh1ch include license payments, milestones and royalties. Revenue arrangements with rnulttple
deliverable’s are accounted for under the provisions of the Emerging Issues Committee Abstract# -142, Revenue
Arrangeménts With Multiple Deliverables, and are divided inito separate units of accounting if certain criteria are
met. The consideration the Company receives is allocated among the separate units of accounting based on their
respective fair values and the applicable revenue recognition crttena are considered separately for each of the
separate umts )

. .
[ [ . . at

Non-refundable up-front payments received in conjunction with the development and licentse agreement,

including license fees and milestones are deferred and recognized on a straight-line basis over the relevant
periods. e

The Company records royalty revenue in accordance w1th the contract terms once it can be reltably measured and
the collection is reasonably assured. v : -

~
'

_ Research and development costs and mvestment tax credits

Research costs, including employee compensation, laboratory fees, lab supplies, and research and testing
performed under contract by third parties, are expensed as incurred.-Development costs, including drug substance
costs, clinical study expenses and regulatory expenses are also generally expensed as incurred unless such costs
meet the criteria under generally accepted accounting principles in Canada for deferral and amortization. To
qualify for deferral, the costs must relate to a technically feasible, identifiable-product that the Company-intends .
to produce and market, there must be a clearly defined market for the preduct and the Company must have the
resources, or access (o resources, necessary to complete the development To date, no development costs have
been deferred.

Investment tax credits, which are earned as a result of qualifying research and development expenditures, are
recognized when the expenditures are made and their realization is reasonably assured, They are applied to
reduce refated capital costs and research and development expenses in the year recognized.

Income taxes

The Company accounts for income taxes under the asset and liability method that requlres the recogmuon of ..
future income tax assets and liabilities for the expected future tax consequences of temporary differences
between the carrying amounts and tax basis of assets and liabilities. The Company provides a valuation
allowance on net future tax assets when it is more likely than not that such assets will not be realized.

F-9
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. Adherex Technologies Inc.
(a development stage company)
Notes to the Consoltdated Financial Statements (Continued)
U.S. dollars and shares in thousands, except per share information

1

4
Foreign currency translation j :
1

3

!
All of the Company’s foréign operations are integrated. Financial statements of integrated foreign operations are
translated as follows: I ‘ &
| cib
Monetary assets and liabilities denommated in foreign currencies are translated into U.S. dollars at exchange
rates prevailing at the balance sheet date Non -monetary items and any related amortization of such items are
translated at the rates of exchange in effect when thé assets were acquired or the obligations incurred. Expenses
denominated in foreign currencies are translated at the relevant exchange rates prevailing during the year.

Exchange gains and losses are 1nc1uded in'net loss for the'year.

Stock-Based compensation plan l :
Effective January 1, 2002 the Company adopted the recommendanons of the CICA set out in Section 3870
“Stock-Based Cornpensanon and Other Stock Based Payments?” (“CICA 38707). Until January 1, 2004, this
standard only required the expensing of. the fair value of non- employee options, with note disclosure of the fair
value and effect of employee and dlrector .options on the financial statements. For fiscal years beginning after
January 1, 2004 the fair value of atl opttons granted must be expensed in the Statement of Operations. Upon
adopting this new standard, the Company elected to retroactively adjust retained earnings without restatement.
On July 1, 2004, the Company increased the deficit by $1,686 and increased contributed surplus by the same
amount. - e .

l B
Loss per share ‘ ’
Basic net loss per-share is computed by dtv1dlng net-loss by the weighted average number of shares of common -
stock outstanding during the period. Diluted net loss per share is computed the same method, except the weighted
average number shares of common stock and mcludes where appl1cable convertible debentures, stock optlons
and warrants, if dilutive. : : :

3. -+ Cash, Cash Equwalents and Short-Term Investments

t ; . .
The followmg table summarizes the Company s cash and cash equwalents cash pledged as collateral and short-
term investments at December 31, 2006 and December 31, 2005: ‘ o

' *

. December 31, " December 31,

!
3y
K 2006 2005
Cash and cash equivalents . 3 . 5 ...... e e $5,605 . $11,916
Cash pledged as collateral . 1%, ........ S Cooe 53 - 53
‘Short-term investments . ... . ... .. ... ... .. L. - - 1,175
' $5,718 $13,144

The Company had no short-term 1nvestments at December 31, 2006. At December 31, 2005 short-term
investments were $1,175 and consisted of corporate commerc1al paper with matunities of 154 to 176 days with
their market value approxnmatmg their fa.lr value.- . -
1 ,‘ . . . P
Cash pledged as'collateral in all years p,re:sented relates to amounts to secure certain corporate credit accounts. -
|
i
: F-10
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Adherex Technologies Inc.
(a development stage company)
Notes to the Consolidated Financial Statements (Continued)
U.S. dellars and shares in thousands, except per share information

4. Acquired Intellectual Property : '

On November 20, 2002, Adherex acquired certain intellectual property for chemotherapeutics with a focus in

chemoprotection and chemoenhancement. The intellectual property resided in Oxiquant, a holding company with

no active business. The Company consumimated the acquisition by reverse triangular merger, pursuant to which
the Company acquired all of the issued and outstanding securities of Oxiquant through an amalgamation of.
Oxiquant with a wholly owned subsidiary, of the Company, formed for this purpose, The assets consisted of an -
exclusive worldwide license to mesna from Rutgers The State,University of New. Jersey (“Rutgers™), and certam
intellectual property from Oregon Health & Science University (“OHSU™) relating to the use of sodium
thiosulfate (“STS") and N-acetylcysteine {“"NAC”). .

a7 R ‘,-_‘.._'

The intellectual property at the date of acquisition in Canadian dollars was valued at CAD$31 162 reflectmg net’
liabilities assumed of CAD$40I and a provision for future income tax liability of CADSI 1,390, resultmg in total
consideration of CAD$19,371. The consideration took the form of 8,032 shares of common stock of Adheréx’
with a fair value, in Canadian dollars at the date of acquisition, of CAD$17,544, as well as 461 warrants valued |
at CAD$640, and 170 introduction warrants valued at CAD?$220. In addition, there were transaction costs in
Canadian dollars of CAD$967. The acquired intellectual property was deemed to have a ten year useful hfe, .
amortized on a straight-line basis.

. At December 31, 2005, the Company determined the carrying value of the intellectual property relating to mesna,
which had a book value of $3,539, and a related future income tax benefit of $1,294, was fully impaired and
written off based on the Company s lack of any further developmental plans. ThlS decision was based on the
addition of emluracnl to the Company sR&D portfolio, along with the financial resources additionally devoted to
the development of ADH-1. The loss.on 1mpa1rment is calculated as the amount by which the carrymg amount of
the asset exceeds its dlscounted cash flows. :

. t EE

At December 31, 2006, the Company deterrmned the carrying value of the mtellectual property relating to NAC
which had a book value of $2,021, and-a related future income tax benefit of $739, was fully impaired and -
written off because the Company has no plans for further development of NAC-and will allocate its resources. to’
ADH-1, eniluracil and STS. The loss on impairment is calculated as the amount by which the carrymg amount of
the asset exceeds its undiscounted cash flows. e v

et » T . . L . . “w

5.'  Capital _'Ass'ets ) _ e
' . - IDecember 31,2006 - . i)eeember 3-1,'2005

Lt o L
. - t .Accumulated -+ Accumulated
. . o R Cost Amortization Cost ,., ;. Amortization
Furniture, fixtures and office equ1pment ....... e 8 92 $ 4 § 92 % 32
Computer equipment . ................. P 131 : 75 - ©o125 0 4R
Computer software ...... D e e 124+« 124 128 0 125
Laboratory equipment ' : 591 405 " 591 tie 358
Leasehold improvements . ....% .. .voovu e ennnn. : - AR B S S
942 $§ 649 937 S5 563"
Accumulated AMOTtIZAON .« .o v vvvreeeereenenns (649) C (563
Net book value . ............... [ $ 293 $ 37

Amortization of capital assets was $86 and $224 for the years ended December 31, 2006 and 2005, respectively.
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1

6. Leasehold Inducements E . S Co .

On August 31, 2005 the Company enter}led into agreements to lease a:new office and'laboratory facility
(“Maplewood Facility”) and sublease the Company’s existing facility (“Englert Facility”) on similar terms as in
the original lease. As an incentive to enter into the new-lease, the Company réceived free rent and capital
inducements. The Company is paying only half rent for the Maplewood-Facility over the ﬁrst 24 months of the
84-month lease term and received: additional inducements in the form of furniture, equipment and leasehold * '
improvements with a fair market value of approximately $544. As part of the subleasé of the Englert Facility the
Company provided furniture, eqtupment and leasehold lmprovernents with a net book value of $156'and an '
approximate fair market value of $75. In addition, the Company has written-off the $68 liability related to -
leasehold improvements at the Englert Fac111ty and included this amount in the deferred rent inducement as the
Company s sublessee is now contractnally obligated to make those payments; however should the sublessee
default on such payments, Adherex would then become fiable for the remaining amount.

The Company will record rent expense by chargmg the tota! rental payments plusthe value of the capital
inducements received against earnmgs on a stratght hne basis over the 84 month term of the lease, which exp1res
on August 31, 2012. A '

[ v
o

.

4

| N ' [

iy
On September 27, 2002 CB] was 1ncorporated as a wholly ‘owned subsrdlary of Adherex The Company granted
CBI an exclusive worldw1de royalty freer license to develop, market and dtstnbute pharmaceutrcals and
therapeuttcs for non- cancer apphcatlons based on or dcnved from the Company's cadhenn platform owned or
licensed under a collaboration agreement. ‘with McGill University (“McGill”}) and paid to CBI $158 in cash in
exchange for 8,032 Class A Preferred Shares of CBI, which constituted all of the issued and outstanding shares
of CBI. The Company distributed-the Class A Preferred Shares of-CBI pro rata to its shareholders of record at the
time, after which such shareholders held all of the issued and outstanding shares of CBI. This divestiture of the .
Company's non-cancer assets was a cond1t1on precedent to the acquisition in November 2002 of Oxiquant, a
U.S.-based development stage pharmaceuttcal company with a focus in chemoprotection and ,, '
chemoenhancement. .;‘ & Lo e . S
In February 2004, the Company filed a ic]atm in the Ontario Superior Court of Justice against CBI in the amount .
of $75 on account of unpaid goods and services rendered. In July 2004, CBI filed a statement of defense and
counterclasm in response to such claim. iCBI’s counterclaim-sought approximately $3,800 in damages relating to
the license agreement between.the compames On December 3, 2004, the Company acquired all of the issued and
outstanding shares of CBI. Pursuant to the terms of the amalgamation, the Company issued to CBI sharcholders
approximately 0.6 million shares of Adherex common stock valued at approximately $1,300 based on a 20 day
weighted average trading price in exchange for all of the issued and outstanding shares of CBI. Immedlately prior
to.the acquisition of CBI, directors and ofﬁcers of the Company owned an aggregate of 99 shares of CBI stock
and were therefore entitled to receive approxrmately 7 shares of common stock of Adherex pursuant to the terms
of the amalgamation, CBI had no matenal operations due to minimal financial resources. The total cost of the..
acquisition has been recorded as follows i

7. . Cadherin Biomedical Inc. - .

 Adherex.common stock . . . c e P e $,(125)
Transacnon costs ......... | et (19
Net financial assets acquired ! { e e 23
Settlement of CBI litigation .%. .J’“ ............. O e $(1,348)
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Adherex acquired CBI to settle the litigation between the two companies and 10 reacquire the non-cancer rights to

the cadherin-based intellectual property. The issuance of the 640 shares of common stock and the associated
transaction expenses have been recorded as settlement of CBI litigation and therefore expensed in the Statement
of Operations for the six months ended December 31, 2004.

iy — . .

8. Convertible Notes

On June 23, 2003, the Company issued senior secured convertible notes with a face value totaling $ﬁ,2l9. These
- notes were convertible into common stock and warrants to acquire common stock of the Company upon’ ‘
completion of an equity fund raising round. Investors also received warrants to purchase an aggregate of 345 '
shares of common stock of the Company with an exercise pri¢e of CAD$2.75 per share. The notes bore interest
at an annual rate of eight percent compounded semi-annually, and matured one year from issue but were
renewable for one additional year at the option of the Company. In connection with this issuance, the Company -
issued broker warrants to purchase 101 shares of common stock exercrsable ata pnce of CAD$2 35 per share.

On December 3, 2003, the Company issued addittonal senior secured convertible notes with a face value totaling
CADS$1,458. These notes were convertible into common stock and warrants to acquire common stock of the
Company upon completion of an equity fund raising round. Also, investors received warrants for 271 shares of
common stock exercisable at a price of CAD$2.15 per share. The notes bore interest at an annual rate of

eight percent compounded semi- annually, and matured one year from issue but were renewable for one
additional year at the optton ol' the Company. The Company also issued broker warrants to purchase 04 shares of
common stock exercisable at a price of CAD$2.15 per share. '

Under the terms of the June 2003 financing, the Company. could not issue any further debt without the consent of
the June convertible note holders. As an inducement to obtain consent to the December 3, 2003 financing, the
exercise price of 287 warrants granted in the June financing were changed from CAD$2.75 to CAD$2.15 per
share on December 3, 2003, making the terms of both debt financings substantially the same. Warrants held by -
Company.insiders were not repriced. The reduction of exercise price resulted in an increase in the fair value of
the warrants on the date of the change of $18. The increase was recorded as interest expense. :

-

Upon issuance, values were ascribed to the investor warrants and to the conversion feature with the remainder
being ascribed to the debt portion of the note. These values were being amortized over the life of the notes. As a
result, the notes accrued interest at an lmplted rate in excess of 50 percent although cash interest was only

: 8percent ‘ - S

On-December 19, 2003, the Company completed an equity round as descnbed in footnote 59— Shareholders
Equity, “Equity financings.” This caused the June and the December notes to convert into 2, 813 shares of
common stock and 1,407 warrants to purchase common stock. The warrants are exercisable at CAD$2.15 per
share and expire December 19, 2008,

The carrying values of the debt and the conversion option components associated with the notes, net of expenses

of the offerings, were transferred 1o equity and split between common stock and contnbuted surplus ($1 78510
comrnon stock and $1,202 to contributed surplus).
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9. - Shareholders’ Equity

Authorized capital stock o)
!

The Company’s authorized capital stock ¢ consists of an unlimited number of $Shares of no par common stock.
H

1

I 7 Ea i T i, LU

Special warrants

From May 2000 through November 2000 the Company issued special warrants. Each special warrant was sold
for CAD$25.00 and entitled the holder{thlereof (o acquire, for no additional consideration, four shares of common .
stock of the Company. The special wammts also included a price protection adjustment determined by dividing
CADS$32.50 by the initial public offenng (“IPO“) price of CADS7. 50,

During the year ended June 30 2000 16 of 126 specml warrants were issued, with the balanoe of 110 issued in
the period ended June 30, 2001. Upon complctlon of the IPO, on June 5, 2001, these specml warrants were
converted to 547 shares of common stock which included 42 shares of common stock issued under the price
protection adjustment. §

' » . . o

A e

Series A special war‘r‘aots _
'1 o P . ' e

During October 2000, the Company 1ss;ued Series A special warrants. Each Series A special warrant was sold at
CADS$6.25 and entitled the holder to acquire, for no additional consideration, one share of common stock of the
Company The Series A special warrantSIalso included a prlce protection adjustmem determmed by dwldmg
CAD$8.125 by the IPO price. i
;&
! 3
Upon completion of the [PO on June'S; 2001, these Series. A special warrants were converted to 1,248 shares of
common stock, which included 96 shares of common stock issued under the price protection adjustment.

' ' Lo e e S :
In addition, each Series A spécial warr;aﬁl included a share purchase warrant entitling the holder to purchase an *
additional share of common stock at the IPO price, which was also subject to the price protectlon adjustment, s0 *
that 1,248 additional common §tock: could have been sold at the IPO price. These share purchase warrants ’
expired unexercised on September 3, 2001

. - . , .t i
Equity rights : .- }
e

o T

On September 28, 1999, Unlvcr‘;lly Mcdlcal Discoveries Inc. (“UMDI”) invested $171 for equity of the
Company. The form of this equity was i to be the same as the first class of securities to raise greater than $683
subsequent to the date of the mvestment The date of conversion was dependent on certain milestones being met
under a specific research project. On Augusl 24, 2000 the Company and UMDI agreed to convert UMD] s $l7l
investment into 62 shares of common §tock of the Company

Triathlon settlement !

During fiscal 2000, other advances tolalmg $175 were settled by the issuance to Triathlon Limited of 280 shares’
of common stock of the Company i The number of shares issued was determined with reference to the fair value

at the time the advances were made. 1
)

J; . F:i4
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Shire BioChem Inc. agreement . . ‘ : . T

On August 17, 2000, the Company entered into a subscription agreement and a‘license agreement.with Shire : --
BioChem Inc. (“BioChem”). Under the subscription agreement, BioChem purchased 80 shares of common stock
of the Company for $341. Pursuant toa price protection clause in the agreement, an additional seven shares of "
common stock were issued on completion of the Company’s [PO on June 5, 2001.

Initial public oft‘ering . " ,

¥ [ . . Lo T ,

On June 5, 2001, the Company completed an IPO i 1ssu1ng l 333 shares of common stock at a. price of CADS7. 50.
per share. Net proceeds of this offering credited to caprtal stock amounted to $5 689 after deductmg the = .
underwrttmg fee of $501 and expenses of $354. As addlttonal compensatton in connectlon with the offenng, the
Company granted the underwriters non-assignable support opttons representmg ten percent of . the offered shares.
Each support option entitled the holder to purchase one share of common Stock on or before J ung s, 2003 at |
CAD$7 30. The Company also granted the underwnters an optton (“Over-allotment Option’ ) to purchase up to

' 200 shares of common stock at the offering prtce fora penod endmg 30 days from the close of the offermg On
July 5, 2001, the Over-allotmient Option explred unexcrctsed

Stated capital reduction
As a prerequisite of the Oxiquant transaction, Adherex licensed all of its cadherin-related intellectual property for
non-cancer applications and transferred $158 cash to CBI, a2 wholly-owned subsidiary of Adherex at the time, in
return for Class A Preferred Shares of CBIl. These CBI Class A Preferred Shares were then distributed to all of
the Adherex shareholders of record by way of.special dividend, effectmg a “spin out” of CBI and the non-cancer
assets from Adherex. .

In order to effect such a distribution under Section 42 of the CBCA, the Company was legally required to reduce
its stated capital so that the aggregate amount of lts habllttles and stated Cdpltal did not exceed the fealizable
value of Adherex s assets. - . S o o
Management determined that the stated capltal needed to be reduced by $9 489 in order to comply with the 7
requirements of Section 42 of the CBCA. ! :

Warrants issued on acquisition of intellectual property,

In connection with the acqutsmon of the intellectual property of Oxrquant in November 2002 the Company .
issued 461 warrants with an exercise price of CAD$3.585 that expire on May 20, 2007 and 170 1ntroduct10n N )
warrants with an exercise price of CAD$2.05 that expire on November 20, 2007 '

Convertible note wal"rants |

In connection with the June 2003 issuance of senior secured convertible notes, the.Company issued 345 warrants
with an exercise price of CAD$2.75 per share that expire on-June 23, 2007 and 101 breker warrants with an
exercise price of CAD$2.35 per share that expired on June 23, 2005 unexercised. As an inducement to consent to
the issuance of the December 2003 convertible notes, the exercise price of 287 of these warrants was changed -
from CAD$2.75 per share to CAD$2.05 per share on December 3, 2003. -
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In connection with the December 2003:'=is‘}suance of additional senior secured convertible notes, the Company
issued 271 investor warrants with an exercise price of CAD$2.15 per share that expire on December 3, 2007 and
94 broker warrants with an exercise pricg of CAD$2.15 per.share that expired on.December 3, 2005 unexercised.

i

Eciuity ﬁnanctngs

i peai s

On December 19, 2003, the Company completed a prwate placement of equ1ty securities totalmg 516,095,
comprised of (i) $15,050 for 11,522 units, at a price of CAD$1.75 per unit, comprised of an aggregate of 11,522
shares of common stock and warrants to acquire 5,761 shares of common stock of Adherex with an exercise price
of CAD$2.15 per share and (ii) $1,045 for 800 Series 1 Preferred Shares and warrants to purchase 400 Series 1
Preferred Shares of 2037357 Ontario Inc The $5,777 estimated fair value of the warrants has been allocated to
contributed surplus and the balance of $8 031 has been credited to common stock. The non- -redeemable Series 1
Preferred Shares of 2037357 Ontano Inc: (“Preferred Shares”) were exchangeable into 800 shares of common
stock of Adherex. Upon ‘such an exchange all of the then outstandmg warrants to purchase the Preferred Shares
would be exchanged for an equal number of warrants to purchase Adherex common stock, which would have an
exercise price of CAD$2.15 per share. The $1,045 was to be spent on specific research and development projects
in Ontario, Canada as designated by Adherex Adherex could compel the exchange of the Preferred Shares into
common stock and warrants for common stock of Adherex at any time after January 3, 2005. The Company also
issued broker warrants to purchase 1,2?6 shares of common stock exercisable at a price of CAD$2.15 per share.

2037357 Ontario Inc. has been accountjed for in accordance with the substance of the transaction. The $1,045 has
been recorded as non-redeemable Preférfed Shares and the amounts expended were recorded as expenses in the
relevant periods. On June 14, 2004, the: preferred shares and warrants were exchanged for 800 shares of Adherex
common stock and warrants to purchase 400 shares of Adhérex common stock. In-June 2004, 2037357 Ontario
Inc. became a wholly owned subsidiary of the Company and was amalgamated with Adherex Technologies Inc.
The investment has been split between|the estimated fair value of the warrants of $371, which has been included
in contributed surplus and the remamc%er of $674, which has been recorded in common stock.

o -
On May 20, 2004, the Company completed equity ﬁnancmgs with total 2ross proceeds of $9, 029 less $555 in
estimated issuance costs. The Company issued 4,669 units at a purchase price of CAD$2.65 per unit with each
unit consisting of one share of common stock and one-half of a common stock ‘purchase warrant. Each whole
warrant entitles the holder to acquire one additional share of common stock at an exercise price of CAD$3.50,
The $2,118 value of the warrants has been allocated to contributed surplus and the balance of $6,356 has, been
credited to common stock. |
On July 20, 2005, the Company compliet'ed a private placement of equity securities for gross proceeds of $8,510
for 6,079 units at a price of $1.40 per unit, prov1d1ng net proceeds of $8,134 after deducting broker fees and other
expenses of $376 Each unit consisted of one common share and 0.30 of a commion share purchase warrant, The
private placement comprised an aggregate of 6,079 shares of common stock, along with 1,824 investor warrants
and 57 broker warrants to acquire additional shares of Adherex common stock. Each whole investor warrant
entitles the holder to acquire one additional share of common stock of Adherex at an exercise price of $1.75 per
share for a period of three years and ea|ch whole broker warrant entitles the holder to acquire one share of
Adherex common stock at an exercise price of $1.75. The investor warrants, with a value of $1,074 based on the
Black-Scholes option pricing model, have been allocated to contributed surplus and the remammg balance of
$7,060 has been credited to common stock : K

f

On May 8, 2006, the Company complete"d a private placement of equity securities for gross proceeds of $6,512
for 7,753 units at a price of $0.84 per umt providing net proceeds.of $6,096 after deducting broker fees and
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certain other expenses. Each unit consisted of one common share and 0.30 of a common share purchase warrant.
The private placement comprised an aggregate of 7,753 shares of common stock, along with 2,326 investor
warrants and 465 broker warrants to acquire additional shares:of Adherex common stock. Each whole investor .
warrant entitles the holder to acquire one additional share of Adherex common stock at an exercise price of $0.97
per share for a pericd of four vears. Each whole broker warrant entitles the holder to acquire one share of
Adherex common stock at an exercise price of $0.97 per share for a period of two years. The investor warrants,
with a value of $822 based on the Black-Scholes option pricing model, have been allocated to contributed surplus
and the remaining balance of $5,220 has been credited to common stock.

N
'

Warrants to Purchase Common Stock* , i . . v

f * e ’
As of December 31, 2006 the Company has the following warrants to purchase common stock outstanding priced
in Canadian dollars with a weighted-average exercise price of CAD$2.49 and a weighted-average remaining
contractual life of 1.48 years.

1]

. Number
. S . Outstanding at Exercise Price Remaining

' ] . ) “December 31, In Canadian Contractual Life
Warrant Description - 2006 Dollars Expiration Date” - ' (yéars) °
Investor warrants ............. 2,335 CAD$3.50 May 20, 2007 0.38
Acquisition warrants . .......... 461 CAD$3.59 May 20, 2007 0.38
Convertible notes warrants ... .. : 287 CADS$2.05 June 23, 2007 048 '
Convertible notes warrants 57 CAD$2.75 June 23, 2007 . - 048 :
Agent warrants . ......... e 170 CAD$2.05 November 20,2007 - - 089 -
Convertible notes warrants ... .. 271 CAD$2.15 December 3, 2007 0.92
Investor warrants ........... “. 7,567 CADS$2.15 December 19, 2008 197

- 11,148 ‘ '

As of December 31 2006 the Company has the following warrants to purchase common stock outstanding priced
in U.S. dollars with a welghted-average exercise price of $1.32 and a weighted-average remaining contractual
life of 2.42 years.

Number . o
. QOutstanding at Exercise Price . Remaining
) ‘ December 31, InUS. ~ Expiration Contractiaal Life
Warrant Description ' 2006 Dollars Date ‘(years)
Agentwarrants ........... FRERERREE .57 $1.75 July 20, 2007 0‘.55'
Agent warrants . ........ DU - 465 - $1.35 May7,2008 ° .135 *
Investorwarrants . .. ................ 1,824 $1.75 July 20, 2008 1.55
Investorwarrants . . ................. 2,326 $0.97 May 7, 2010 3.35
4,672
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Stock options © -~ . - 1 ! ' ' : . :
The"Compensation Committee’ of the%Board-of -Directors administers the Company’s stock option plan. The
Compensation Committee designates eligible participants to be included under the plan and approves the number
of options to be granted from time to time under the plan. A maximum of 5,600 options, not including the 700
options issued to the Chief Executive Officer and specifically approved by the shareholders, are authorized for
issuance under the plan.- The option exé:rpise price for all options issued under the plan is based on the fair value
of the underlying shares on the date ofigrant. All options vest within three years or less and are exercisable for a
period of seven years from the date of 'griant. The stock option plan, as amended, allows the issuance of Canadian
and U.S. dollar grants. A summary of the stock option transactions, for both the Canadian and U. S. dollar grants,
through the year ended December 31, 2006 is below. The following optlons grantcd under the stock optmn plan
are exercnsable in Canadlan clollars N

’ il

i ll’ v . ' : : ' v

f \ Exercise Price in

I Canadian Dellars

i ‘ ) Number of Weighted-

. . i g o Options Range average

Outstandmg at June 30, 2002 ...... i ) T ' 741 $1.6375-7.50 $3.70
Cancelled . ..o .uene. T (114)  1.6375-6.25 4.65
Exerc1sed. ................ e e " 3) 1.6375 1.65
Granted ........................ e 1,021 1.65-1.75 1.65
Outstanding at June 30, 2003 ... e 1,645 16375-7.50 - 240
Cancelled .. ...... e T . @7 1.70-3.25 1.75
Exercised .. ................... R e (18) 1.6375-1.75 .L70
Granted ........... S e 1,676 2.25-3.25 . 2.50
Outstanding at June 30, 2004 ... ... } P PN 3276  1.6375-7.50 245
Cancelled .. .....ooveeeeiiiiinns S SR (10)  3.25-6.25 5.65
Granted ................. S, L , 497 1.95-2.20 2.00
Outstanding at December.31,2004 j.:.......... N . 3763 16375750 . 240
Cancelled ....................... a ......................... (84) 1.6375-6.25 293
Exercised ....................... i (15) 1.6375-1.70 1.66
Granted ........................ : ........ - - -
Outstandmg at December 31, 2005 } L. DT 3,664 1.6375-7.50 2.39
Cancélled ... . .. .. T ‘ el e (262) 1.6375-6.25 . 2.00
Granted- . .- .. S . T - R

QOutstanding at December 31,2006 ... ....................... 3,402 $1.6375-7.50 $2.42
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Options Qutstanding ., Options Exercisable . ..
’ Weighted- - o
) Weighted- average , Weighted-
: Number - ° average Remaining ©~ ' Number ' Weighted- * average
Rangeof ~ .. Outstanding at . Exercise Price. Contractual- Outstanding at  average.  Remaining
Exercise Price in December 31, in Canadian Life December 31, Exercise  Contractual
Canadian Dollars 2006 Dollars (years) 2006 Price Life (years)
$1.50-82.25 ........ : 2,458 $1.94 . ‘ 2,373 $1.94
$2.-26-$3.00 celeenn "578 ¢ 2.79 515 2.79
$3.01-83.75 ....... . 221 - 343 184 - 347
-$6.01-86.75 .....1 . 1 625 - 1 6.25
$6.76-$7.50 ........ 144 7.50 144 7.50 i
3402 $2.42 '+ 340 3217 - $341 - 334

. The fbllowing-pptibns granted uﬁdqr the stock opt.ior'l'plan are eXercigal;lq in'U':‘S._dQllqrs: Lo

Exercise Price in U.S. Dollars

Numberof © * - * e Weighted-
, . Options Range average
Outstanding at December 31,2004 .. ....0... ... .. T PR
Granted . .................. e, o e ros  1,603 © $0.88-1.35 $1.14 +°
Exercised ......... ... - - -
Cancélled ... ... ... . ... . . .. i PP L. 20) 1.20 1.20
- Outstanding at December 31,2005 .. ... ... e ... 1,583 0.88-1.35 $1.14°
Granted . ........ . ........... e e . - _3'75_ 0.34-0.36 0.35
C Exercised i A L - .
Cancelled ..................... T PR, v+ (80 0.88-1.20 © 097
Outstanding at December 31,2006 ................ e 1,878 $0.34-135 . '$0.99
Options Outstanding . A Options ’Exerlcisai)'le o
. . Weighted- o Weighted-
Range of .. . Number Weighted- average " Number Weighted- average
Exercise Price  Outstanding at  average " Remaining Outstanding at  average Remaining
in U.S. December 31, Exercise  Contractual Life  December 31, Exercise  Contractual Life
Dollars . - 2006 .. . . Price . (years). . 2006 - Price . w(years) |
$0.34-30.75 ... : '3'{51' " :{;0,35:£ ' : ' 205 ° $035 - - 's :
$0.76-$1.50 . .. 1,503 115 ' o5y i
1,878 50.99 5.80 1,158 $1.03 5.67
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Stock-based 'compehsation expense : . . - S
J

The value of each option is estlmatedjon the daté of grant using the Black-Scholes option-pricing model and

recorded as an expense ratably over the vestmg period of the opnon Calculations were based on the following

assumpuons )

. et . Six Months Year -
Year Ended Year Ended Ended . Ended

o — -

i o e am e b b

‘ December 31, December 31, December 31, June 30,

! 2006 2005 2004 2004,
Expectedd1v1dend ‘ ....... ' 0% 0% 0% . 0%.
Risk-free interestrate ............. ... ... 4.60% 3.82% T 4.15% 4.46%
Expected volatility ... .. ... Sl AR LT 84% 70% ©  ~ 68% 68%"
Expected life .................... IR ' 7 years 7 years 7 years 7 years
Weighted average fair value of options 1ssued T US$0.35 " T US$1.13 CAD$2.00 CAD$2.50

vt - ;':
10. - Research and Development f f
: .“r . W i .
Investmem tax credits earned as a result of qualifying research and development expenditures and government

grants have been applied to reduce research and development expenses as follows:

T _ Cumulative
b - , From
S . :
i . Six Months Year September 3,
. Year Ended  Year Ended Ended Ended 1996 to
December 31, December 31, ' December 31, June 30, December 31,
_ ‘ ) 12006 2005 2004 2004 -+ 2006 :
Research and developn{ent e _$14‘,{)03 - $12,441 $3,609 $3,695 $44,21't.1'
Investment tax credits ........ . 2 Poo - 66y P (130) . (1,632).
National Research Council H :
BIANLS. & ...t L. L - - ) (197) -
; $

3,443 $3,561 $42,385

: $14,003 " $12,441

The Company s claim for any Sc1ent1ﬁ§: Research and Experimenital Development (“SR&ED”) deduetlons and
related investment tax credits for income tax purposes are based upon management’s interpretation of the
applicable leglslauon in the Canadian Income Tax Act. These amounts are subject to review and acceptance by

the Canada Revenue Agency pnor to céllecuon
! i
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Adherex Technologies Inc.
(a development stage company)
Notes to the Consolidated Financial Statements (Continued)
U.S. dollars and shares in thousands, except per share information

11.  Capital and Operating Lease Commitments .

The Company has entered into operating lease agreements for the office and laboratory facilities located in the
U.S. As of December 31, 2006 the minimum cash payments per the lease agreements are as’ follows :

., Year Endmg . ‘ s . - ‘ l Amount
December 31,2007 ..ot P e & 334
December 31,2008 ........... . .cccviinnn. e e e 474
December 31, 2000 ... ... .. e e e e 488
December 31, 2000 L ... . e e e 471
December 31, 2011 and thereafter ... ..... ..ottt e, 664
‘Total minimum rent payments ....... [V S SR P . § 2431

The table above includes a lease agreement which has been subleased to a third party until March 31, 2008.
Under the terms of the operating lease for the office facilities, the Company financed $80 of leasehold
improvements through the building’s owner. The amount is being. financed over the term of the lease which
expires in September 2010 and bears an annual interest rate of six percent. This obligation was assumed by the
sublessee when the Company subleased the facility 'to a third party; however, should the sublessee default, the
Company would become liable. - :

Rental payments on operating leases and mterest on capltal lease payments are summanzed in the table below

Period Ending . . Amount. Interest
December 31,2006 ...........ccoiiiiiiiiiainan, e e $264 - $-
December 31,2005 .......... e ! e e T £ -4
December 31,2004 ......... e s 66 -
June 30,2004 ... ... IO DU [ PP e 156 -

12. . Commitments and Contingencies .
MeGill Agteement

On February 26, 2001, the Company entered into a general collaboration agreement with McGill that grants the
Company a 27-year exclusive, worldwide license to develop, use and market certain cell adhesion technology
and compounds. The license agreement provides for the Company to pay future royalties of two percent of gross
revenues from the use of the technology and compounds and will require the Company to make payments in
order to maintain the license as follows: -

® CAD$100 if the Company has not filed an investigational new drug (“IND”) application, or similar
application with Canadian, US, European or a recognized agency, relating to the licensed product prior
to September 23, 2002. On August 1, 2002, McGill acknowledged that work completed on the clinical
development of ADH-1 was sufficient to meet the requirements of the September 23, 2002 milestone
and thus no payment was required. '

. CAD$100 if the Company has not commenced Phase 11 clinical trials in a recogmzed _]UI'lSdlCIlOI] on any
- licensed product prior to September 23, 2004, On September 20, 2004, McGill acknowledged that the |
Company had met obligations with respect to the September 23, 2004 milestone and thus no payment

was required. '
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".Adherex: Technologies Inc.
l (a development stage company)
Notes to the Consolrdated Financial Statements (Continued)
U:S: doMlars and shares in thousands; except per share information
® CAD$200 if the Company has not commenced Phase 11I'¢linical trials in a recognized jurisdiction on
any licensed product prlor to September 23 2006, wh1ch was accrued at December 31, 2006.

soaikd Lo e, PR
[n addltron the Company is required to fund mutually agreed upon research at MCGIII over a period of ten years
totaling CAD$3,300. Annual funding commenced in 2001 with a total payment of CAD$200 and increases
annually by 10 percent through to the tenth vear of the agreement when annual funding reaches CADS$500. The
additional research commitment ¢an be deferred in any year if it exceeds five percent of the Company’s cash and
cash equivalents. As of December 31, 2006 there have been no deferrals. The Company receives certain
intellectual property rights resulting from this research. o SR

: L . . S
Rutgers agreement ; i .

The Company terminated the agreemer%t with Rutgers in December 2006. --.«. ... .. . v,

Oregon Health & Scrence Unrversrty agreement . _
. Dh . st -r o e EI e

The Company has an excluswe lrcense agreement wrth OHSU for exclusive worldwide license nghts to.
intellectual: property directed to throl-based compounds and their use in oncology. OHSU will receive certain .
‘milestone payments, a 2.5 percent’ royalty on net sales for licensed products and a 15 percent royalty on-any-
consideration received from.sublicensing of the licensed.technology. Milestone payment fees payable to OHSU,
include: $50 upon completion of Phase’ 1 clinical trials; $200 upon completion of Phase 11 clinical trials; $500-
upon completron of Phase III clinical tnals and $250 upon first commercral sale for any licensed product To

date no milestone payménts have been fequrred A S S

Employmént matters X . o .

Under the terms of an agreement dated February 19, 2003, the prior Chief Exécutive Officer of the Company was
terminated by mutual agreement. Pursuant to that agreemént, the Company ‘agreed to pay a total of $350. The !
initial payment of $150 was made durmg the quaiter ended March 31, 2003 and was fecorded as a General and
Administration expense. Additionally, he will receive $50 per year for four years paid in semi-monthly '
installments. The present value of the remammg payments has been recorded as a General and Administration
expense. The present value of the amounts due in the next twelve months is recorded in accrued liabilities, with

the remammg amounts recorded as a lo_ng term liability.
S

GlaxoSmrthKlme . i

¥

Mo { b ' . o
On July 14 2005 the Company entered 1nto a development and license agreement with GSK: The agreement
included the in-license by Adherex of GSK’S oncology product, eniluracil, -and an option for GSK to license
ADH-1. As part of the transaction,; GSK invested $3,000 in the Company's common stock. Under the terms of
the agreement relating to eniluracil, Adllerex received an exclusive license to develop eniluracil for all A
indications and GSK retained options to buy -back and assume development of the compound at various points in
ttme On March 1, 2007, the GSK agreement was amended and the Company purchased all of GSK's remaining
buy back options for an upfront fee of 3L 000. The Company 15 now free to develop eniluracil alone or with other
partners and is requrred to pay GSK development and sales mrlestonee and double-digit royalnes Specifically, if
the Company files a NDA with thé FDA the Company may be requrred to pay development milestones of $5,000
to GSK. Depending upon whether the NDA is approved by the FDA and whether eniluracil becomes a
commercial success, the Company may, be requiréd 1o'pay up to an additional $70,000 in development and sales
miléstones for the initially approved indication, pliss double digit royalties based on-annual net sales. If the
Coimpany pursues other indications, it mdy be required to'pay up td an-additional $15,000 to GSK per
FDA-approved indication. ! : " "

3

t

t

“iaten

F-22




Adherex Technologies Inc.
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Notes tosthe Consolidated Financial Statements (Continued)
U.S. dollars and shares in thousands, except. per share information

The Company had granted GSK an option to receive a worldwide, exclusive license for ADH-1 for all o
indications. On October 11, 2006, the GSK-option to- ADH-Pexpired unexercised:! As a result, the Company has;-
regained full control over the development of ADH-1 and is free to enter into collaboral:ons with other

pharmaceut:cal and btotech companies for ADH-1.

A N Lo
K s .3’ : ; ‘,,,I'.' . ]41‘\. n:"‘
13. _Income Taxes _ A Wl

- - - —— a -

The Company operates in several tax jurisdictions. Its income is subject to varying rates of tax and losses
incurred in one jurisdiction-cannot be used to.offset income taxes payable in another. A reconc:lllatlon of the
combined Canadian federal and provincial income tax rate with the Company’s eﬁf@gtlye‘ tax rate is as follows:

i o.‘.i

. o - ' h S'iJ("quths',
o Sl Year Ended Year Ended = ° Ended °
.- . . - N December 31, December-31} - December 31}

, o av 2006 2005 2004
Domestic loss . ...0.. . .. ..., s 008 (13594) - 8 (15498) $-.- . (6,594)
Foreignloss . ....... oo iiiiiiin, (5,509) (6,037). ... . (1922)
Loss before income taxes ......... P (19,103) (21,535 . . (8,516)
Expected statutory rate (recovery) ... ..... T 32.001% 36 2% '36.12%
Expected pr0v1510n for (recovery of) i income . ' e e

@x. ... ... e L (6115) 1,778). (3,076)
Permanent differences - ... ... SRR 477 513 252

_Change in valuation allowance . TR o 5 069 G - 5128 2 S64
“Non- refundable mveslmem tax crednsﬂ . f.' e . (50) o (35) B (41)
Share issue costs and effect of change of - L e " h .

carryforwards....................'.'.... ' (54)-‘ ! (51) . '(100) .
Effect of foreign exchange rate differences .. .. ' (54) (68) B B
Effect of tax rate changes .................. (808) (71)
Recovery of income taxes ................. $ (1,535) % 2290) $ {451)

The Canadian statutory income tax rate of 32.01 percent is comprised of federal income tax at approximately
22.12 percent and provincial income tax at approximately 9.89 percent,
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The primary temporary differences whjch gave rise to-future income taxes, assets and liabilities at December 31,

2006, December-31, 2005 and the six months ended December 31, 2004 are as follows .

LA H

I . -., % Six Months
i Year Ended  Year Ended = Ended
! | ‘ December 31, December 31, December 31,
',: 2006 2005 - . 2004
Future tax assets: 4 ; o & _ ' .
‘SR&ED ‘expenditures ........%. Lo o008 2,159 § 2390 $ 2,065
Incorne tax loss carryforwards .1.\..... .. . 15,701 12,060 ° 8,607
- Non-refundablé investment tax credlts ........ 1,323 - . 098 839 - -
Share issue costs ............ bi 150 311 633
ReServes ........c......... Ch 450 518 - .
Fixed and intangible assets . .. : e 1,235 1,106 854
| _ . B ' 21,018 17,383 12,998
Less: valuation allowance . .. .. L : ...... LR (21,018} (17,383) (12,998)
Net future tax assets ........ ‘I A . . - - -
| Future tax liabilities: IR . ' -
_ Asset basis differences ....... 1’ . e (3,639) (5,174) (7,463)
Refundable investment tax C[Cdl[]S ............ - - -
Net future tax liabilities .. ... 3 { ........... $ (3,639) § 5,174 $ (7,463)

{

The future income tax liability recogmzed on the balance sheets relates to the acquired intellectual property of
Oxiquant. These acquired intellectual] property rights have no basis for income tax purposes and therefore will

P Sy
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-
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not proyide any income tax deductlon as they are amortized. There are no current income taxes owmg nor are
any income taxes expccted o be due in ‘the near term. K




Adherex.Technologies Inc, \
(a development stage company) :
Notes to-the Consolidated Financial Statements (Continued)
U.S. dollars and shares in thousands, except per. share information

At December 31, 2006, the Company has unclaimed SR&ED expenditures, income tax loss carry forwards and
investment tax credits. The unclaimed amounts and their expiry dates are as listed below: - .+ . '

Lo LT L s | L. ' g foo 0 Prov_ince/,.' T ,
Federal State . ., . !
SR& ED expenditures (no expiry) ...... e $ 6,676 $ 6897 . . .
.+ -Income tax loss canyforwards {expiry date):_ BT R T S P N .
2007 et e i e e e 15694569
2008 . o 3,365 ., ~ 3,365,
2009 L e en L. 3,898 3,808
20000 L e T s00 T 6,900
to2014L... .. LT s 1035 (10,359
2005.......... SR AR 4236 "4,236
2026 .. .o 15362 0 15362 .
Investment tax credits (explry date): .. C )
' 2007~ Ll o g ot
2008 ... AU AN
2009 .. .0 5t DR SR USRI UDDUUSIEEL
2010 ...t ht e e e et AT :
721§ 467 -
" 2012 .. 00 el e vl ©'340 Lot ’
2013 i52 0 At
e 201 e 122 -
. 2005 . 48 -
20016 ... .......... T 50 -
Tty IR R f 1. i‘;; "
14. '-'I;I_ei! l;oss Per Share " ‘;‘L] [ I T

The oulstandmg number and type of securities that could potentlally Idllute basic earnings per share in thé fuiure
and ‘which were not included in the computation of diluted earnings per share, because to do so would' have

reduced the loss per share (anu-dllutlve) for the years ‘presented, are as follows sk
.. . N C \
o December 31 December 31, December 31 1,
2006 2005 . 2004 . '
Stockoptions . ................... ) 5,280 5,246 3,762
Convertible note warrants ........ ., T 615 o 615 615
Acquisition warrants . ............. o 461 461 ' 461 .
Brokerwarrants . .............. .., . 692 | 2271 1,591
Investor warrants . . . . .. e 14,052 11,726 T9.902 .
Totals ................ e : 21,100 18,275 16,331, :
ity
15.  Segment Information o ST T ;
. T, - e . » Ty K

The Company operateéhifl one business segment, which is the development of pharmaceutical products based on
its licensed and proprietary technologies, with substantially all of its capital assets and operations, which were
previously located in Canada, now located in the United States in Research Triangle Park; North Carolina.
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Notes to the Consolldated Financial Statements (Continued)
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16. Researeh and Development Projects

The Company is in the development stage and conducts research and development in the areas of anti- -cancer and
chemoprotection: |

Anti-Cancer: ' » - ' e
® ADH-1 is a molecularly-targeted anti-cancer compound that selecnvely targets N-cadherin, a protein
present on certain tumor cells and the established blood vessels that supply the tamors and is in clinical
development. } .
® Eniluracil is an anti-cancer co)mpound that was previously under development by GSK for oncology
indications. Emluracnl is being developed to enhance the therapeutic value and effectiveness of an
approved anti-cancer compound called 5-FU and is in clinical development.
o

Chemoprotectants and Chemoenhancefs :

® STS is a chemoprotectant lhat has been shown to reduce the disabling loss of heanng in patients being
treated with platinum-based anu-cancer agents.

® NAC is a chemoprotectant that is no longer under development by the Company. O
® Mesna is a chemoenhancer that is no longer under development by the Company:.

The following summarizes our researcll and development expenses, net of any investment tax credits or grants,
through December 31, 2006: i :

1
1
)
i

i Cumulative
S S From
L Six Months L September 3,
Year Ended  Year Ended Ended Year Ended 1996 to
December 31, December 31, December 31, June 30, December 31,
2006 2005 2004 2004 - 2006 -
ADH-1 ..ioiviininni., $ 167928 8248 § 2550 . 2503 $ 28783
Eniluracil .......... P 3 2,910 2,552 - _ - 5.462
Other anti-cancer ........ 1« 249 .374 358 341 2,276
Total anti-cancer ......... 112,951 11,174 2,908 2,844 36,521
STS ........ PP o292 L 472 263 628 1,799
Other chemoprotectants and .- -
enhancers ............ ; S 17 - . - 33
Total chemoprotectants and L !
enhancers ............ ; ' 292 489 263 ‘ 628 - 1,832
Other discovery projects . . .. { 760 778 272 T899 3,343
Transdermal drug Py ' )
delivery .............. e - - - : - 689
Total research and ; X
development program ! ; A . .
CXPENSE . ...\ .vrneunnn $ 114,003 3 12,441 $ 3443 § 3,561 % 42,385

The Company has made no upfront cash payments for research and development pro_lects and is not obhgated to
repay research and development amounts to any third parties.  + " r : .

J
V
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17.  Financial Instruments . P LY T VR

]

Financial instriments recognized on the balance sheets at December 31, 2006 and December 31, 2005 consist of
cash and cash equivalents, cash pledged as collateral, short-term investments, accounts receivable, accounts
payable and other long-term liabilities. The Company does not hold or issue financial instruments for trading
purposes and does not hold any derivative financial instruments. With the exception of the other long-term .
liabilities, the Company believes that the carrying value of its financial instruments approximates their fair values
because of thelr short terms to maturity. - . o . . T

The Company’s investrment policy is to manage investments to achieve, in the order of importance, the financial
objectives of preservation of principal, liquidity and return on investment. Investments are made in U. S.or .
Canadian! obhgatlons and bank securities, commercial paper of U.S. or Canadian industrial compames utllmes
financral institutions and consumer loan companies, and securities of foreign banks provnded the obhgauons are
guaranleed Or carry ratlngs appropriate to the policy. Securities must have a mmlmum Dun & Bradstreet rating of
A for bonds or R1 low for commercial paper. R

* +
The pollcy risks pnmarrly include the opportunity cost of the conservative nature of the allowable‘ mvestments
As the main purpose of the Company is research and development, the Company has chosen to avond A

mvestments ofa trade or speculative nature.

A T
Investments with ongmal maturities at date of purchase beyond three months and whlch mature at or less than
twelve months from the balance sheet.date, are classified as current. Investments are carried at book value plus
accrued interest with unrealized gains and losses recognized as investment income. At December 31, 2006‘we
had no short term mvestments while at December 31, 2005 short-term mvestments 61812 million consisted of
corporate commercial paper with maturities at acquisition from 154 té'175 days The market value of the*-
investments at December 31, 2005 approximated their book value.

v e I L R FIUERS RV SN

18.  Changes in Operating Assets and Llabllmes

The followmg table detalls the changes in operatmg “assets and liabilities as per the statements of cash flows:

.- F— ™ -n.

_— el e e T e meeae Six Months
2 Crel L N . Year Ended Year Ended , . Ended , .Year Ended
December 31, December 31,, December 31 June30
2006 2005 L 2004 P 2004
Accountsreceivable ... ................. $ an s 28 25, $ (16)
Prepaid expenses, ............ L : 3t . (48) 160 ¢ o - (13)
Deferredexpense ...................... 19 41:- v, 394 -0 . 87
Investment tax credits recoverable ........ N 58 . 123 . .57 0 L 22
Accounts payable >........... CUNGI © 2,031 .. 885. . 2138 0 421
Net changes in operating assets and ) ‘ ; "Z b ‘ l ll
Cliabilities . oL $ 2122 $ 1,003 8 T'7307's T 7 601

L T ! ""--' : 'f. N
19. * - United States Accounting Principles

The consolidated financial statements have been prepared in accordance w‘ith Canadian GAA'P in U.S. dollars,
These principles differ, as they affect the Company, for the fiscal years ended December 31, 2006 and .
December 31, 2005, the six-months ended December 31, 2004 and for the yéar ended Jurie 30; 2004%in the” ' -

following material respects from U. S GAAP. There are no differences in reported cash ﬂow for the penods

AAJAIE T
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3
Consolidated balance sheets - U. S GAAP: 4 RATS
. b December 31, December 31,
o j g - 2006, 2005
Assets . ‘ 'ié . S - . -
Current assets . ........ U B LoartLreL oot %L 5895 % - 13,399 -
Other assets’. ... ..., .. ‘“ ........... 440 . - 518
Capital assets j" ........................... ERS (293 <. 3740
© Total @SSELS ... .o s e E e LT o - $ 6628 $- . 14291
. v - FREE I : “a i v oy fye ' < i A i L
Liabilities - ! L ’ . L . : " '
' Curremhabllltres f e e 48004695 82664
'Other long-term llabllmes e 35 ........ [ Co40 . 13
Deferred lease inducément ‘: ............................. 625 L5371
Total liabilities ... e j foree . 5,360 - 3,214
d “ . .2 "o . - LTI B ' .
Shareholders equrty I f o e e e y
Common stock ‘; ........ s - . 46,524 41,306
Additional paid-in-capital . . . .. ! R RR R PR 24,523 23,110
Cumulative translation adjustment.. i e e v 1,243 . 1,243
Deficit accumulated during development stage VUSRS i (71,022) .- (54,582):
. Total shareholders equny ‘.':‘. N5 IR AR AU 1,268 11,077
< ) 3 ' . Sl — .
Total llabllmes and shareholders’ equlty e e $. 6628  § 14,291
F ' ;
Consolidated statements of operatn{ms U.S. GAAP
i ! R Six Months :
} Year Ended Year Ended, . Ended Year Ended
7 December 31, December 31, December 31,  June 30,
e 5 f~ 2006 2005 2004 2004

Net loss in accordance With Canadmn GAAP . $- (19,103) $  (19.245) $
Adjustineits to reconcile to U.S. GAAP;' ST

(8,065) § (8,685)

Acquired intellectual propeny rights. (2)~ ..... : L. - - -
Acquired intellectual property’ nghts S o :
" amortization (2) .........o0nd L 2,177 2,723 1,234 - 2,323
Loss on impairment of mte]lectual i ) e -
property (2} ... ..o L AT 2,021 3,539 S e s
Future income taxes (2) ....... N B o (1,535) (2,290} (451) | . (849)
Stock-based compensation costs (3)’. ........ ) - o . s . (5)
Stock-based compensation - CICA 3870 4) . - 1,402 "Tose8 T .
Interest charges—convertible notes (5) ...... L - T - - " 331

Net loss in accordance with U.S. GAGAP 6 .. S  (16440) §  (13.871) §

(6,684) $ _ (6,885)

Net loss per share of common stock :basrc and

diluted ...l 2 {....‘z!.-_s (0.34) $ (035) 5 ''(019) 3 (0.28)
Welghted-average number of sharcs of . i o . o . ' o ‘ ' -

common stock outstandmg, basic and e - T
diluted _...... .....0 ... ; L 47,663 39,276 35,989 24,233

§
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Adherex Technologies Inc.
_ {a development stage company)
Notes to the Consolidated Financial Statements (Continued)
U.S. dollars-and shares in thousands, except per share information

Notes - U.S. GAAP:

1. . Current accounting pronouncements = . o

In July 2006, the FASB issued Interpretation No. 48 (“FIN 48", “Accounting for Uncertainty in Income Taxes”,
FIN 48 prescribés a recognition and measurement model for tax positions taken or expected to be taken in a tax
return, and provides guidance on recognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. The requirements of FIN 48 are effective for fiscal years beginning after December 15,
2006. The Company has not yet delermmed the Jmpact of adopting FIN 48 on its consolidated results of
operations or financial position. - - . ’

In November 2006, the FASB issued SFAS 157, “Fair Value measurements”. SFAS 157 defines fair value,
establishes a framework for measuring fair value in U.S. GAAP, and expands disclosures about fair value
measurements. The Company has not yet determined the impact of adopting SFAS 157 on its consolidated results
of operations or financial position.

2. Acquired intellectual property rights

Canadian GAAP requires the capitalization and amortization of the costs of acquired technology. Under U.S.
GAAP, the cost of acquiring technology is charged to expense as in-process research and development (“IPRD”)
when incurred if the feasibility of such technology has not been established and no future alternative use exists.
This difference increases the loss from operations under U.S. GAAP in the year the IPRD is acquired and reduces
the loss under U.S. GAAP in subsequent periods because there is no amortization charge.

Under Canadian GAAP, a future tax liability is also recorded upon acquisition of the technology to reflect the tax
effect of the difference between the carrying amount of the technology in the financial statements and the tax
basis of these assets which is nil. As the intellectual property is amortized, the future tax liability is also'reduced
to reflect the change in this temporary difference between the tax and accounting values of the assets. Under U.S.
GAAP, because the technology is expensed immediately as IPRD, there is no difference between the tax basis
and financial statement carrying value of the assets and therefore no future tax liability exists.

Under U.S. GAAP, the acquired intellectual property is considered IPRD in accordance with “Accounting for
Research and Development Costs” (“FAS 2). Given the Company’s development and patent strategy
surrounding the compounds, the acquired intellectual property does not meet the criteria for alternative use as
outlined in FAS 2. As a result, the amounts were expensed as IPRD. . ,

During the years ended December 31, 2006 and 2005, the Company recorded a loss on impairment of intellectual
property under Canadian GAAP. Since the amounts were previously expensed as IPRD, the amount is reversed .
under U.S. GAAP for the years ended December 31, 2006 and 2005, ‘ ;

3. Stock-based compensation — Initial Public Offering

Under U.S. GAAP, the difference between the exercise price of options issued within a.one-year period prior to
the IPO and the IPO price is deferred and expensed over the vesting period of the options. This difference
increases the additional paid in capital and accumulated deficit reported under U.S. GAAP, with no difference in -
the total shareholders’ equity.
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b
4. Stock-based compensation .

Canadian GAAP requires the fair va]ue of employee and director stock options to be expensed in the statement of
operations for fiscal years beginning after January 1, 2004 under CICA Section 3870 Stock-Based Compensation
and Other Stock-Based Payments (“CICA 3870"). For the fiscal year ended December 31, 2006, the Company
adopted FASB Statement No. 123 (Revised 2004), Accounting for Stock-Based Compensation which requires
companies to record the fair value of employee and director stock options as expense in the statement of
operations. As a result, there are no diffei’ences between Canadian and U.S. GAAP for the fiscal year ended
December 31, 2006. For years prior to fiscal 2006, had compensation expense for stock options been recorded
based on Black-Scholes option—pricing:rriodel at the grant date, the net loss under U.S. GAAP would be as
follows below: ‘

S ' Six Months o
b , Year Ended Ended Year Ended
g ' December 31, December 31,  June 30,

i, _ 2005 2004 2004
Net loss before compensation expér}sc, US.GAAP .... % (13,871) § (6,684) 3 (6,883)
Compensation expense ........ e (1,402) (598) -
Pro forma net loss, U.S. GAAP { f ................. $ . (15273) § . (7,282) § (6.885)
Pro forma net loss per share of colmmon stock basnc and '

diluted .......c........ o e $ - 039 $ 020 3 (0.28) -

5. Convertible notes and warrants
L :
Under Canadian GAAP, the proceeds frbm the issue of convertible notes and warrants are split into their relative
component parts: debt, the option to convert the debt, and the detachable warrants. Under U.S. GAAP, these
instruments are split between the debt and detachable warrant components.
LT
‘ i
6. Warrants and certain st?ck options denominated in Canadian dollars
i
Effective January 1, 2005, the Company determined that its functional currency had changed from the Canadian
dollar to the U.S. dollar because the majonty of its operations were denominated in U.S. dollars as the result of
increasing activities being undertakenin the United States. Concurrent with this change in functional currency,
the Company adopted the U.S. dollar as its reporting currency. Prior to January 1, 2005, the Company’s
functional and reporting currency was, the Canadian dollar.
. b : )
The‘Company has primarily financed ;its operations through the sale of equity and debt securities that have been
denominated in U.S. and Canadian do}]ars As part of these financings, the Company has issued warrants to
purchase common stock that have also been denominated in U.S. and Canadian dollars. The Company therefore
has warrants outstanding at Decembeg 31, 2006, 2005 and 2004 that are denominated in both currencies.
Under Canadian GAAP, all warrants tohpurchase common stock are classified as equity in the Company’s
financial statements. The Securities and Exchange Commission (“SEC”} and the Financial Accounting Standards
Board (“FASB”) have issued recent interpretations for U.S. GAAP that suggest warrants whose exercise price is
different from the entity’s functional 5:u'rrency cannot be classified as equity. As a result, these instruments
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should be treated as derivatives and recorded as liabilities which are carried at their fair value, with changes in
the fair value from period to period recorded as a gain or loss in the statement of operations.

The recent SEC and FASB interpretations relate to FASB Statement No. 133, “Accounting for Derivative
Instruments and Hedging Activities” and Emerging Issue Task Force (“EITF”) “EITF 00-19 “Accounting for .
Derivative Financial Instruments Indexed to and Potentially Settled in a Company’s Own Stock”. The FASB has
initiated a project to determine the accounting treatment for certain equity instruments with elements of foreign

currency risk. This project is expected to provide further guidance with respect to U.S. GAAP accounting for
such items, : :

- . o

The Company is awaiting the results of the FASB’s project and has therefore not recorded warrants outstanding

that have an exercise price in Canadian dollars as derivatives. If the Company had recorded such instruments as
derivatives, it would have reported a gain of approximately $8,300 related to these instruments in the Statement
of Operaticons for the year ended December 31, 2005 and a gain of approximately $1,700 for the year ended
December 31, 2006, under U1.S. GAAP. The amounts were calculated using the Black-Scholes option pricing
model and the Company used the following assumptions to value the instruments: a 0% dividend rate for both
fiscal 2006 and fiscal 2005, a 84% volatility for fiscal 2006 and a 70% volatility for fiscal 2003, the actual
exercise price of each instrument, the actual Company closing stock price for.December 31, 2006 and 2005 and
the Canadian risk free interest rate based on the actual remaining life of the related warrant. . .
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20. Subsequent Events ‘
. [

Public Offering i

On February 21, 2007, the Company cg)nipleted the sale of equity securities for gross proceeds of $25,000 for
75,759 units at a price of $0.33 per unit providing net proceeds of $23,300 after deducting broker fees and certain
other expenses: Each unit consisted of one common share and one-half of a common share purchase warrant. The
offering was comprised of an aggregat%: of 75,759 shares of common stock, along with 37,879 investor warrants
and 6,818 broker warrants to acquire a;dditional shares of Adherex common stock. Each whole investor warrant
entitles the holder to acquire one additional share of Adherex common stock at an exercise price of $0.40 per
share for a perlod of three years. Each ‘whole broker warrant entitles the holder to acquire one unit at an exercise
price of $0.33 per unit for a penod of two years.

! T
{0

Eniluracil : ' ot
P

On March 1, 2007, the GSK Developrglent and License Agreement was amended and the Company purchased all
of GSK’s remaining buy-back options,for eniluracil for an upfront fee of $1,000..The Company is now free to
develop eniluracil alone or with other partners and is required to pay GSK development and sales milestones and
double-digit royalties. Specifically, if the Company files a NDA with the FDA, the Company may be required to
pay development milestones of $5, 000 to GSK. Depending upon whether the NDA is approved by the FDA and
whether eniluracil becomes a commemal success, the Company may be required to pay up to an additional
$70,000 in development and sales milestones for the initially approved indication, plus double digit royalties
based on annual net sales. If the Company pursues other indications, it may be required to pay up to an additional

$15,000 to GSK per FDA-approved indication.
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